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LOCAL RAIL SERVICE CONTINUATION 
ASSISTANCE 

WEDNESDAY, JULY 27,1977 

HousK OF REPRESENTATIVES, 
SuBCOMMirrEE ON TRANSPORTATION AND COMMERCE, 

COMMITTEE ON INTERSTATE AND FOREIGN Ck>MMERCE, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 
2128, Rayburn House Office Building, Hon. Fred B. Rooney, chair- 
man, presiding. 

Mr. ROONEY. This morning we are commencing hearings on a 
number of proposed changes to the local rail service continuation 
assistance programs for the Northeast/Midwest region, originally 
provided in the Regional Rail Reorganization Act of 1973, and for 
the nationwide program provided in the Railroad Revitalization and 
Regulatory Reform Act of 1976. These changes have been proposed 
in H.R. 2156, H.R. 3672, H.R. 6739, H.R. 6792, H.R. 6871, H.R. 7370, 
H.R. 7486, H.R. 7715, H.R. 8172, H.R. 8225, H.R. 8278, H.R. 8393, 
H.R. 8420, and H.R. 8474 and other related bUls. 

These bills propose a number of different typea of changes to the 
local rail service continuation assistance programs. For example, it 
is proposed that there be a 1-year extension to the existing 1-year 
period during which the Federal Grovernment pays 100 percent of 
the cost of rail service assistance programs both in the 
Northeast/Midwest region, and the nationwide program. Similarly, 
another bill would extend the period during which the Federal 
Government pays 100 percent of the cost of these programs for 15 
months, whereas another bill would extend this period of full 
subsidy for 3 months. Another bill would extend for 1 year the 
period during which the Federal Government pays 100 percent of 
the cost involving rehabilitation, maintenance, and improvement of 
rail properties, but by its omission would not extend the period 
during which the Federal Government pays 100 percent of the cost 
for operations. Some of the other bills provide that the criteria for 
the eligibility of a branch line for assistance be expanded to include 
any .line subject to an abandonment proceeding before the Inter- 
state Commerce Commission, £md any line of a railroad classified as 
potentially subject to abandonment. Concomitantly, these bills per- 
mit States to carry over in-kind benefits from the currently re- 
quired 1 year to a multiple of yestSi Another bill would permit two 

(1) 



or more States eligible for local rail assistance to combine their 
respective Federal entitlement. One bill would provide fmancial 
assistance for a line which the Commission has concluded that the 
public convenience and necessity do not permit the abandonment or 
discontinuance of a line of railroad, but the line is losing money. In 
addition, there are several other proposals in these bills, which 1 am 
sure will be discussed thoroughly during the hearings. 

Before evaluating the necessity for changes to the rail services 
continuation prograims, I believe it would be in order to briefly 
recall the genesis of these programs. 

In proposing a plan to restructure the bankrupt railroads in the 
Northeast, the United States Railway Association indicated that in 
order for the newly established ConRail to become a viable railroad, 
among other things, it would be necessary to reduce the size of the 
system by not including a number of light density lines which had 
contributed to the heavy losses previously suffered by the bankrupt 
railroads. Consequently, the final system plan excluded about 5,750 
miles of light density lines then currently in service. 

Congress was aware of the fact that the abandonment of this 
many miles of railroad would cause considerable hardship to many 
shippers and local communities in the region. Therefore, it was 
proposed in the original act that a Federal subsidy be provided in 
order to ease many of the negative effects of the proposed abandon- 
ments. The act provided a 2-year program in which the Federal 
share of the subsidy for operating losses would amount to 70 
percent with the State and/or local government contributing the 
remaining 30 percent of the cost. As you are all aware, after 
considerable negotiations, the 1976 act amended the 1973 act by 
expanding the subsidy program to the point whereby it is now for 5 
years with the Federal share of the cost being 100 percent during 
the first year, 90 percent during the second year, 80 percent during 
the third yeeir, and 70 percent during the fourth and fifth years. 
Moreover, the program was expanded beyond the 
Northeast/Midwest region, to include the rest of the States in the 
nation. 

I believe, therefore, that in considering the desirability of chang- 
ing the local rail service assistance programs, we must evaluate the 
effectiveness of these programs, including whether or not the var- 
ious entities involved have performed their duties in accordance 
with the congressional intent and whether the moneys expended 
have accomplished the desired results. 

I recognize that the question of whether or not light density lines 
operate is of great concern to many shippers and communities. Of 
the £dmost 200,000 miles of class I railroad track in this country, 
over 25 percent consists of light density lines. Whether or to these 
lines continue in operation and the manner in which they continue 
in operation are questions that we will have to settle in the near 
future. I read with interest in a recently issued Department of 
Transportation report the fact that the Association of American 
Railroads predicts that the existing railroad line mileage will be 
reduced by 20 p>ercent over the next decade. Abandoning approxi- 
mately 40,000 miles of rail lines in the next 10 years would be a 
considerable increase over the past 6 years when more than 15,000 



miles were abandoned and most certainly have a considerable 
impact on the affected economies. The accuracy of the AAR predic- 
tion in many respects will depend on the decisions that we will 
make as a result of these hearings. 

Without objection the text of H.R. 1538, H.R. 2156, H.R. 3672, 
H.R. 6739, H.R. 6792, H.R. 6871, H.R. 7370, H.R. 7486, H.R. 7715, 
H.R. 8172, H.R. 8225, H.R. 8278, H.R. 8393, H.R. 8420, H.R. 8474, 
and H.R. 9398 will be printed at this point in the record. 

[Testimony resumes on p. 59] 
[The text of the bills referred to follow:] 

n.-vni roNT.UESS 
1ST SESSION R R. 6739 

IN THE HOUSE OF RErREHENTATIVES 

Ai-niL as, 1977 

Mr. ."vrAOiiKKx (for liiiiia-lf iiml Mr. RIIO.NKV) introiliiecd llic following hill; 
wliicli WHS n'fi'rrp<l to tlio Coininilli'i' on Intoi'stntc niiil Foifi;.'!! ('oiiiineivc 

A BILL 
To nnieiul liic Rc{?innal Kail Reorganiziitioii Act of 197.'> niul 

the Department of Triiiisportatimi .\et to extend f(ir fifteen 

montJis the period durinj? which the Federal share of tlie cost 

of rail service (•nntiiuialion assistance is 100 pendent. 

1 Be it enacted by the Senate and House of Represmta- 

2 lives of the United States of America in Congress assembled, 

3 Tliat (a) section 402 (a) of the Rejjional Kail IJeorjjnniza- 

4 lion Act of l!)7:5 (4."i I'.S.C. 7(!2(a) ) is uniendcd liy strik- 

5 in{^ out "(A)   100 IHTCCMI for tlic   12-nii>nth  period" .ind 

6 inserting in lien thereof " (A)  100 percent for liie 27-niontli 

7 period". 

8 (I))   Section  Boc. of  tlie  Railroad  Kcvitali/ation  and 

9 Rejrulatorv Refom Act of 197(! (90 Stat. 143) is amended 



2 

1 by striking out "Effective on the date of the second anni- 

2 versary of" and inserting in lieu thereof "Effective at the 

3 end of the 39-month period beginning on". 

4 SEC. 2. (a) Section 5 (g) of the Department of Trans- 

5 portation Act (49 U.S.C. 1654(g) ) is amended by striking 

6 out the first sentence tliereof and inserting in lieu thereof 

7 the following new sentence: "The Federalshare of the costs 

g of any rail service assistance program shall be (1) 100 per- 

9 cent for the period beginning July 1, 1976, and ending Seii- 

10 tember 30,  1978,   (2)   90 percent *for the period begin- 

11 ning October 1,  1978, and ending September 30,  1979, 

12 (3) 80 percent for the period be^nning October 1, 1979, 

13 and ending September 30, 1980, and (4) 70 percent for the 

14 period beginning October 1, 1980, and ending September 30, 

15 1982.". 

16 (b) The second sentence of section 5 (g) of the Dcpart- 

17 ment  of  Transportation  Act   (49  U.S.C.   1654(g))   is 

18 amended by striking out "from, July 1, 1979, to June 30, 

19 1981," and inserting in lieu thereof "beginning October 1, 

20 1980, and ending September 30, 1982,". 

21 (c) Section 5 (n) of the Department of Transportation 

22 Act (49 U.S.C. 1654 (n)) is amended— 

23 (1) in paragraph (1) thereof, by striking out "from 

24 the date of enactment of this subsection through the scc- 

25 end anniversary of" and inserting in lieu thereof "begin- 



6 

1 ning on the date of enactment of this subsection and 

2 ending 39 months after"; and 

8 (2) in paragraph (2) thereof, by striking out "the 

4 second anniversary of the date on which rail properties 

5 are conveyed pursuant to such section 303(b) (1)," 

6 and inserting in lieu thereof "the period described in 

7 paragraph  (1)  of this subsection,". 



'•-=" H. R. 6792 

IN THE HOT^SE OF RP^PRESENTATTVES 

A run. 29.1977 

Mr. RooxKY (for liimself. Mr. METC.M.KK. MP. M)KVI>KI. Mr. S.\.>mNi. Mr. 
KijiRio. Mr. jrow.Mti). 1111(1 Mr. SKi'iurz' iiiliodiioccl llip fdUdwiiif; bill: 
wliii'li wii!- n fiTipd til the ( oniiniHco oil liitcivt:ite ami Forei-ni ('oiumeice 

A BILL 
To amend tlu- RoLnoual Rail Rcorf-anizatioii Act of J!t73 and the 

l)ei)ai"tnient of Traiis[>ortatlou Act lo extend for one j'ear 

tlie perio<l during which the Federal (iovernnient pays 

100 percent of tlie cost of rail service asxistaiicc pi-o^ranc 

involving- lehabilitation. niaintenance, and improvement of 

rail  i>roperties. 

1 Be it enacted by the Senate and House of Representa-_ 

2 thrx of the United States of America in Congress assembled, 

3 That section 402(a) (I)   of the Re<;-ional  Itnil Jicorjiani/a- 

4 tion Act (>!   l!)7:i   (4;". l.S.C. 7<)2(a) (I))   is amended iiy 

5 sirikinjr out ilie last sentence thereof and insenini; in lien 

6 thereof the following: "The Federal share of the cost of any 

7 xnch assistance for the rehabilitation and maintenance of rail 

I 



2 

1 i»n)|»ertios shall 1)0   100 percent  for the 24-uiouth  period 

2 followiug tlie date on  which  rail  j)roperties are eoiiveyed 

3 parsnaut to section :]0:](l)) (1)   of this Act. The Federal 

4 share of the cost of any such assistance for purpi>ses other 

.") thau the rehahilitation and inaiuteaanee of riiil properties 

() shall he   (A)   100 for the  12-nionth period foUowiuif siieli 

7 date of conveyauce, and  (J<)  i)0 percent for the siiccee<lino; 

8 l2-ni«nth period.". 

9 SEC. 2. Section 5 (g) of the Department of Transporta- 

10 tiou Act   (49 U.S.C.   1654(g))   is amended  to  read a-s 

11 follows: 

12 "(g) (1)   The Federal share of the cost of any rail 

13 service assistance program described in paragraph (:>) of 

U suhsection (f) of this section shall be (A) 100 percent for 

!.•) the period beginning .Inly 1, 197(;, and ending June 30, 

1(> 1978. (B) 90 percent for the period beginning July I. 

IT 1978. and emliug June :i0, 1979,   (C)  80 percent for the 

18 period begimiing July 1, 1979, and ending June 'P>0. 1980, 

19 and (D) 70 percent for the period beginning July 1. 1980, 

20 and ending Jiuie 30, 1981. 

21 "(2) The Federal share of the «)st of any rail service 

22 assistance program described in paragraph   (I),   (2).  or 

23 (4) of subsection (f)  of this section shall be (A)   100 per- 

24 <cnt for the period beginning July 1. 1976, and ending June 

2.5 30, 1977,  (B) 90 percent for the ])eriod beginning July 1, 



1 1977, and ending June 30, 1978,  (C)  80 percent for the 

2 period beginning Ja\y 1, 1978, and ending June 30, 1979, 

3 and (D) 70 percent for tlie period beginning July 1, 1979, 

4 and ending June 30, 1981. 

.") "(3)  I'or the period beginning on July 1,  1979, and 

6 ending June 30, 1981, the Secretnrj' may make such ad- 

7 justments in the percentage level of the Federal share as 

8 may be necessary and appropriate so as not to exceed the 

9 maximum amount of funds antliorized under subsection  (o) 

10 of this section. The Secretan* shall, within one year after 

11 the date of enactment of this subsection, pronudgate stand- 

12 ards and procedures under wliioh the State share of the 

13 cost of any rail service assistance program may be provided 

14 through in-kind benefits such as forgiveness of taxes, track- 

15 age  rights,  and facilities  which  would  not otherwise   be 

16 provided.". 
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95TH CONGRESS 
IgT SESSION H. R. 8393 

m THE HOUSE OF EEPRESENTATIVES 

Jni,Y 18,1977 

Mr. STAOOERS (for himself and Mr. ROONET) introduced the following bill; 
which was referred to the Committee on Interstate and Foreign Commerce 

A BILL 
To amend the Department of Transportation Act and the Re- 

gional Rail Reorganization Act of 1973 to extend the 

eligibility for financial assistance under the rail service assist- 

ance programs, and for other purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 lives of the United States of America in Congress assembled, 

3 That this Act may be cited as the "State Rail Freight Assist- 

4 ance Act of 1977". 

5 SBO. 2. (a) The first sentence of section 5 (g) of the 

6 Department of Transportation Act (49 U.S.C. 1654 (g) ) is 

7 amended to read as follows: "The Federal share of the costs 

8 of any rail service assistance program shall be as follows: 

9 (1) 100 percent for the period from July 1, 1976, to March 

I 
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1 30, 1978; (2) 90 percent for the period from April 1, 1978, 

2 to September 30, 1978; (3) 80 percent for the period from 

3 October 1, 1978, to September 30, 1979; and (4) 70 per- 

4 cent for the period from October 1, 1979, to September 30, 

5 1981.". 

6 (b) The second sentence of section 5 (g) of the Depart- 

7 ment  of  Transportation  Act   (49   U.S.C.   1654 (g) )   is 

8 amended by striking out "July 1, 1979 to June 30, 1981," 

9 and inserting in lieu thereof "October 1, 1979, to Septcm- 

10 ber30,1981,". 

11 (c) Section 6 (g) of the Department of Transportation 

12 Act (49 U.S.C. 1654(g) ) is further amended by adding at 

13 the end thereof the following new sentences: "In-kind bene- 

14 fits which a State provides for any period in excess of such 

15 State's share of project costs for such period shall be applied 

16 toward such State's share in any subsequent period. The date 

17 of Initiation of any maintenance, rehabilitation, improvement, 

18 or acquisition project shall determine the period from which 

19 rail freight assistance to which a State is entitled shall be 

20 provided for such project. Whenever the costs of an ap- 

21 proved maintenance, rehabilitation, improvement, or acquisi- 

22 tion project exceed the amount of miobligated rail freight 

23 service assistance to which a State is entitled for the period 

24 in which such project is initiated, the Secretary may provide 

25 assistance in any subsequent period to cover the costs of such 
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1 project, at the percentage level and from the Federal share 

2 established by this subsection for such subsequent period.". 

3 SEC. 3. Section 5 (k) of the Department of Transporta- 

4 tion Act (49 U.8.C. 1654 (k)) is amended— 

5 (1) '^'y striking out "or" immediately after "proj- 

6 ect";and 

7 (2) by inserting immediately after "1973" the fol- 

8 lowing:  ",   (C)   the line of railroad is subject to an 

9 abandonment proceeding before the Commission, or (D) 

10 the line of railroad is classified as 'potentially subject to 

11 abandonment' pursuant to section la (5) (a) of the In- 

12 terstate Commerce Act (49 U.S.C. la(5) (a))"; and 

13 (3)  by adding at the end thereof, without para- 

14 graph indentation, the following now sentence: 

15 "Financial assistance with respect to rail services described 

16 in subparagraphs  (C)  and  (D)  of paragraph  (1)  of this 

17 subsection shall be available to cover those costs of rehabilitat- 

18 ing and improving rail properties which are necessary to per- 

19 mit adequate and efficient rail service, including, as a mmi- 

20 mum, the upgrading of all track to class II standards, as 

21 defined by the Administrator of the Federal Railroad Admin- 

22 istration.". 

23 SEC. 4. Section 5 (1) of the Department of Transporta- 

24 tion Act (49 U.S.C. 1654 (1)) is amended by adding at the 

25 end thereof the foUowing new sentence: "Nothing in this 

»-6M 0-T8 - 3 
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1 section shall be constmed to require, as a condition to finan- 

2 cial assistance under subsections   (f)   through   (o)   of this 

3 section, the approval of the Secretary prior to the initiation 

4 of a State rail freight program or project, or to authorize the 

5 Secretary either to approve or to withhold approval of any 

6 such program or project on the grounds that such program 

7 or project was initiated without the prior approval of the 

8 Secretary.". 

9 SEC. 5. (a) Section 5(o) of the Department of Trans- 

10 portation   Act   (49   U.S.C.   1645 (o))    is   amended   by 

11 striking out "$360,000,000" and inserting in lieu dicreof 

12 "$450,000,000". 

13 (b)  The second sentence of section 5(o) of the De- 

14 partment of Transportation Act  (49 U.S.C. 1654 (o))  is 

15 amended to read as follows: "Of the foregoing sums, not to 

16 exceed $10,000,000 shall be made available for planning 

17 grants during each of the five fiscal years ending June 30, 

18 1976, September 30, 1977, September 30, 1978, Septem- 

19 ber 30, 1979, and September 30,1980.". 

20 SEC. 6. The second sentence of section 402(a) (1) of 

21 the Regional Rail Reorganization Act of 1973 (45 U.S.C. 

22 762(a) (1) ) is amended to read as follows: "The Federal 

23 share of the costs of any such assistance shall be 100 per 

24 centum for the 24-month period following the date that rail 
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1 properties are conveyed pursuant to section 303(b) (1) of 

2 this Act.", 

3 SEC. 7. Section 402(a) (2)  of the Regional Rail Re- 

4 organization   Act  of   1973   (45  U.S.C.  762(a)(2))   is 

5 amended by adding at the end thereof the following new 

6 sentences: "In-kind benefits which a State provides for any 

7 period in excess of such State's share of project costs for 

8 such period shall be applied toward such State's share in any 

9 subsequent period. The date of initiation of any maintenance, 

10 rehabilitation, improvement, or acquisition project shall de- 

ll termine the period from which rail freight assistance to 

12 which a State is entitled shall be provided for such project. 

13 Whenever the costs of an approved maintenance, rehabilita- 

14 tion, improvement, or acquisition project exceed the amount 

15 of rail freight service assistance to which a State is entitled 

16 for the period in which such project is initiated, the Secre- 

17 tary may provide assistance in any subsequent period to 

18 cover the costs of such project at the percentage level and 

19 from the Federal share established by this subsection for 

20 such subsequent period.". 

21 SEC. 8. Section 402(c) (2)  of the Regional Rail Ee- 

22 organization  Act  of   1973   (45  U.S.C.   762 (c) (2))    is 

23 amended— 
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1 (1)   l*y striking out "or" at the end of subpara- 

2 graph (C) thereof; 

3 (2)  by striking out the period at the end of sub- 

4 paragraph  (D)  thereof and inserting in lieu thereof a 

5 semicolon; 

6 (3) by adding at the end thereof the followmg: 

7 "(E)  those rail services on a line of railroad 

8 subject to an abandonment proceeding before the 

9 Commission; or 

10 "(F)  those rail services on a line of railroad 

11 classified as 'potentially subject to abandonment* 

12 pursuant to section la (5) (a) of the Interstate Com- 

13 mercc Act (49 U.S.C. la (5) (a) ). 

14 Financial assistance with respect to rail services described 

15 in subparagi'aphs (E) and  (F) of this paragraph shall be 

16 available to cover those costs of rehabilitating and improving 

17 rail properties which are necessary to permit adequate and 

18 efficient rail service, including, as a minimum, the upgrading 

19 of all track to Class II standards, as defined by the Adminis- 

20 trator of the Federal Kailroad Administration.". 

21 SEC. 9. Section 402 (e) of the Regional Rail Reorgani- 

22 zation Act of 1973   (45 U.S.C. 762(e))   is amended by 

23 adding at the end thereof the following new sentence: "Noth- 

24 ing in this section shall be construed to require, as a condi- 

25 tion to rail service continuation assistance under this section, 
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1 the approval of the Secretary prior to the initiation of a State 

2 rail freight program or project, or to authorize the Secretary 

3 either to approve or to withhold approval of any such pro- 

4 gram or project on the grounds that such program or project 

5 was initiated without the prior approval of the Secretary.". 

6 SEC. 10. Section la (4) of the Interstate Commerce Act 

7 (40 U.S.C. la (4)) is amended by adding at the end thereof 

8 tlie following new sentences:  "The terms and conditions 

9 referred to in subdivision (b) of this paragraph may include 

10 a direction awarding trackage rights to another common car- 

11 rier by railroad or to a State or political subdivision thereof 

12 for all or any portion of the lines of the applicant's railroad 

13 located within such State which the Commission determines 

14 are needed solely for purposes of providing rail freight serv- 

15 ice which otherwise would no longer be available due to an 

16 abandonment or discontinuance. In making such deteiinina- 

17 tion, the Commission shall consider the views of any State 

18 or other i)arty directly affected by such abandonment or dis- 

19 continuance and shall fix just and reasonable compensation, 

20 in accordance with section .3 (5) of this part, for such track- 

21 age rights.". 
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H.R. 7370, introduced by Mr. Rooney (by reqnest) May 23, 1977, and 

H.R. 8420, introduced by Mr. Rooney (by request) July 19, 1977, and 

H.R. 8172, introduced by Mr. Russo on June 30, 1977, and 

H.R. 8474, introduced by Mr. Russo (for himself, Mr. Abdnor, Mr. 
Madigan, Mr. Santini, and Mr. Smith of Iowa) on July 21, 1977, 
and 

H.R. 7715, introduced by Mr. Bowen on June 10,1977, and 

H.R. 8278, introduced by Mr. Whitten on July 13, 1977, 

are identical as follows:] 

A BILL 
To amend the Department of Transportation Act and the Re- 

gional Rail Reorganization Act of 1973 to extend the 

eligibility for financial assistance under the rail service assist- 

ance programs, and for other purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 That this Act may be cited as the "State Rail Freight Assist- 

4 ance Act of 1977". 

5 SEC. 2.  (a)  The first sentence of section 5 (g)  of the 

6 Department of Transportation Act (49 U.S.C. 1G54 (g) ) is 

7 amended to read as follows: "The Federal share of the costs 

8 of any rail service assistance program shall be as follows: 

9 (1) 100 percent for the period from July 1, 1976, to Sep- 

I 
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2 March 30, 1978; (2) 90 percent for the period from April 1, 

2 1978, to September 30, 1978; (3) 80 percent for the period 

3 from October 1, 1978, to September 30, 1979; and (4) 70 

4 percent for the period from October 1, 1979, to Septem- 

5 ber 30, 1981.". 

6 (b) The second sentence of section 5 (g) of the Depart- 

7 ment  of  Transportation   Act   (49   U.S.C.   1654 (g) )   is 

8 amended by striking out "July 1, 1979 to June 30, 1981," 

9 and inserting in lieu thereof "October 1, 1979, to Septem- 

10 ber 30, 1981,". 

11 (c) Section 5 (g) of the Department of Trausportntion 

12 Act (49 U.S.C. 1654(g)) is further amended by adding at 

13 the end thereof the following new sentences: "In-kmd bene- 

14 fits which a State provides for any period in excess of such 

15 State's share of project costs for such period shall be applied 

16 toward such State's share m «ny subsequent period. The date 

17 of initiation of any maintenance, rehabilitation, improvement, 

18 or acquisition project shall determine the period from which 

19 rail freight assistance to which a State is entitled shall be 

20 provided for such project. Whenever the costs of an ap- 

21 proved maintenance, rehabilitation, improvement, or acquisi- 

22 tion project exceed the amount of unobligated rail freight 

23 service assistance to which a State is entitled for the period 

24 in which such project is initiated, the Secretary maj' provide 

25 assistance in any subsequent period to cover the costs of such 
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1 project, at the percentage level and from the Federal share 

2 established by this subsection for such subsequent period.". 

3 SEC. 3. Section 5 (k)   of the Department of Trans- 

4 portation Act (49 U.S.C. 1654 (k)) is amended— 

5 (1) by striking out "or" immediately after "proj- 

6 ect";and 

7 (2) by inserting immediately after "1973" the fol- 

8 lowing: ",   (C)   the line of railroad is subject to an 

9 abandonment proceeding before the Commission, or (D) 

10 the line of railroad is classified as 'potentially subject to 

11' abandonment' pursuant to section la (5) (a) of the In- 

12 terstate Conmierce Act  (49 U.S.C. la (5) (a)) ". 

13 SEC. 4. Section 5(1) of the Department of Transporta- 

14 tion Act (49 U.S.C. 1654 (1)) is amended by adding at the 

15 end thereof the following new sentences: "The authoriza- 

16 tion of the appropriation of Federal funds or their avail- 

11 ability  for expenditure  for  purposes  of  subsections   (f) 

18 through (o) of this section shall in no way infringe on the 

19 sovereign rights of the States to determine which projects 

20 shall be federally financed. The Secretary shall not with- 

21 hold approval of a State rail freight program or project solely 

22 on the grounds that the State initiated the program or project 

23 without the prior approval of the Secretary. The provisions 

24 of subsections (f) through (o) of this section provide for a 

25 federally assisted State program.". 
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1 SEC. 5. The second sentence of section 5 (o) of the De- 

2 partment of Transportation Act  (49 U.8.C. 1654 (o) )   is 

3 amended to read as follows: "Of the foregoing sums, not to 

4 exceed $10,000,000 shall be made available for planning 

5 grants during each of the 5 fiscal yetu^ ending Juno 30, 

6 1976, September 30, 1977, September 30, 1978, Septem- 

7 ber 30, 1979, and September 30, 1980.". 

8 SEC. 6. The second sentence of section 402(a) (1)  of 

9 the Regional Kail Kcorganijation Act of 1973  (45 U.S.C. 

10 762(a) (1)) is amended to read as follows: "The Federal 

11 share of the costs of any such assistance shall be as follows: 

12 (A)   100 percent for the  18-month period following the 

13 date that rail properties are conveyed pui-suant to section 

14 303(b) (1) of this Act; and  (B)  90 percent for the suc- 

15 ceeding 6-month period.". 

16 SEC. 7. Section 402(a) (2)  of the Regional Kail Re- 

17 organization  Act of   1973   (45  U.S.C.   762(a)(2))   is 

18 amended by adding nt the end thereof the following new 

19 sentences: "In-kind benefits which a State provides for any 

20 period in excess of such State's share of project costs for 

21 such period shall be applied toward such State's share m any 

22 subsequent period. The date of initiation of any maintenance, 

23 rehabilitation, improvement, or acquisition project shall deter- 

24 mine the period from which rail freight assistance to which 

25 a Stiite is entitled shall be provided for such project. When- 
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1 ever the costs of an approved mainteDaoce, rehal)ilitati(Mi, 

2 improvement, or acquisition project exceed the amount of 

3 rtril freight service assistance to whsoh a State is entitied for 

4 the period in which such project is initiated, the Secretary 

5 may provide as^stanoe in any subsequent period to cover 

6 the costs of such project at ihe percentage level and from 

7 the Federal share established by this subsection for such 

8 subsequent period.". 

9 SEC. 8. Section 402 (c) (2) of the Regional Bail Eeor- 

10 ganization   Act  of   1973    (45   U.8.C.   762(c)(2))    is 

11 amended— 

12 (1)  ^y striking oat "or" at the end of subpara- 

13 graph (C) thereof; 

14 (2) by striking out the period at the end of sub- 

15 paragraph (D) thereof and inserting in lieu thereof a 

16 semicolon; 

17 (3) by adding at the end thereof the following new 

18 subparagraphs: 

19 "(E) those rail services on a line of railroad 

20 subject to an abandoimient proceeding before the 

21 Commission; or 

22 "(f) t^ose rail services on a line of railroad 

23 dassified as 'potentially subject to abandonment' 

24 pursuant to section  la (5) (a)   of the  Interstate 

25 Commerce Act (49 U.8.C. la (5) (a) ).". 
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1 SEO. 9. Section 402(e)  of the Regional Eail ReorgSr 

2 nization Act of 1973  (45 U.S.C. 762 (e))  is amended by 

3 ad^ng at the end thereof the following new sentences: "The 

4 authorization of the appropriation of Federal funds or their 

5 availability for expenditure for the purpose of this section 

6 shall in no way infringe on the sovereign rights of the States 

7 to determine which projects shall be federally financed. The 

8 Secretary shall not withhold approval of a State rail freight 

9 program or project solely on the grounds that the State 

10 initiated the program or project without the prior approval 

11 of the Secretary. The provisions of this section provide for a 

12 federally assisted State program.". 

13 SEO. 10. Section la (4)   of the Interstate Commerce 

14 Act (49 U.S.C. la (4)) is amended by adding at the end 

15 thereof the following new sentences: "The terms and condi- 

16 tions referred to in subdivision  (b)  of this paragraph may 

1'7 include autliorization for another common earner by railroad 

18 subject to this part to operate rail service over all or any 

19 portion of the lines subject to abandonment or discontin- 

20 uance and over such  additional  lines  of  tiio  applicant's 

21 railroad, as determined by the Commission to be necessary 

22 to meet the present or future public convenience and neces- 

23 sity. In making such determination, the Commission shall 
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1 consider the views of any State directly affected by such 

2 abandonment or discontinuance and shall fix just and rea- 

3 sonable compensation, in accordance with section 3(5)  of 

4 tliis part, for the use of the applicant's rail lines.". 

H.R. 3672, introduced by Mr. McDade on February 17, 1977, and 

H.R. 7486, introduced by Mr. Trible on May 26,1977, 
are identical as follows:] 

A BILL 
To amend the "Railroad Revitalization and Regulatory Reform 

Act of 1976" and the "Regional Rail Reorganization Act of 

1973". 

1 Be it enacted by the Senate and Home of Reprcsenta- 

2 tives of the United States of America in Congress assembled, 

8 SEO. 101. Section 803 of the Railroad Rexatalization and 

4 Regulatory Reform Act of 1976  (which amends section 5 

5 of the Department of Transportation Act as added by sec- 

6 tion 401 of this Act (49 U.S.C. 1654)), is amended by strik- 

7 ing out " (g)  The Federal share of the costs of any rail 

8 service assistance program shall be as follows:  (1)  100 per- 

9 cent for the period from July 1, 1976, to June 30, 1977; 

10 (2) 90 percent for the period from July 1, 1977, to June 30, 

I 
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1 1978; (3) 80 percent for the period from July 1, 1978, to 

2 June 30, 1979; and  (4)  70 percent for the period from 

3 July 1, 1979, to June 30, 1981" and mserting in lieu thereof 

4 "(g)   The Federal share of the costs of any rail service 

5 assistance program shall be as follows:  (1) 100 percent for 

6 the period from July 1, 1976, to June 30, 1978; (2) 90 

7 percent for the period from July 1, 1978, to June 30, 1979; 

8 (3) 80 percent for the period from July 1, 1979, to June 30, 

9 1970; and (4) 70 percent for the period from July 1, 1980, 

10 to June 30, 1982". 

11 SEC. 102. Section 402 (a)  of the Regional Rail Reor- 

12 ganization Act of 1973   (45 U.S.C. 762)  is amended by 

13 striking out " (A) 100 percent for the 12-month period" and 

14 inserting in lieu thereof "(A) 100 percent for the 24-month 

15 period". 

16 SBO. 103. Section 808 of the Railroad Revitalization and 

17 Regulatory Reform Act of 1976 which amends the Urban 

18 Mass Transportation Act of 1964 is amended by striking out 

19 in section 17 (d) : 

20 " (3) 90 percent for the 12-month period succeeding 

21 the period specified in subparagraph (2) of this subsec- 

22 tion; and 
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1 " (4) 50 percent for the 180-day period succeeding 

2 the   period   specified   in   subparagraph    (3)    of   this 

3 subsection.", 

4 and inserting in lieu thereof 

5 " (3) 100 percent for the 12-month period succeed- 

6 ing the period specified in subparagraph   (2)   of this 

7 subsection; 

8 " (4) 90 percent for the 12-month period succeeding 

9 the period specified in subparagraph (3) of this subseo- 

10 tion; and 

11 " (5) 50 percent for the 180-day period succeeding 

12 the period specified m subparagraph  (4)  of this sub- 

13 section.". 
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95TH CONGRESS 
1ST SESSION H. R. 2156 

IN THE HOUSE OF KEPRESENTATIVES 

JAJIITARY 19,1977 

Mr. ROE introduced the following bill; which was rcfcn-ed to the Com- 
mittee on Interstate and Foreign Commerce 

A BILL 
To provide preemptive option and financial assistance to States 

to purchase abandoned rail lines for transportation and utility 
purposes. 

1 Be it enacted by the Senate and House of Eepresenta- 

2 Hves of the United States of America in Congress assembled, 

3 That in any case where any department, agency, or instru- 

4 mentality of the Federal, a State, or a local government 

5 requires, approves, acquiesces in, or otherwise provides for, 

6 directly or indirectly, the abandonment of any rail line, such 

7 abandonment shall be on the condition that the owner of 

8 such rail line give the State in which such rail line is located 

9 a reasonable opportunity, but no less than one year, to pur- 

10   chase such rail Hue at the fair market value for use for trans- 

I 
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1 portatiou and public utility purposes prior to its sale to anj' 

2 other person. The acquisition by the State of such a rail 

3 line shall be a project for which a grant may be made under 

4 current Federal financial assistance programs for transporta- 

5 tion and public utility purposes and the Federal share of the 

6 cost of such a project shall be reimbui-sable to the State. 

9»rH CONGRESS 
IBT SESSIOIT R R. 1538 

IN THE HOUSE OF REPRESENTATIVES 

JANTTART 6,1977 

Mr. TRAILER introduced the following bill; which was referred to the Com- 
mittee on Interstate and Foreign Commeroe 

A BILL 
To amend the Regional Rail Reorganization Act of 1973 to 

provide for the equitable distribution of rail service continua- 

tion assistance in the Region. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 That section 402(b) (1)  of the Re^onal Rail Reorganiza- 

4 tion Act of 1973 (45 U.S.C. 762 (b) (1)) b amended by 

5 striking the sentence "Notwithstanding the preceding sen- 

6 tence, the entitlement of each State shall not be less than 

7. 3 percent of the funds appropriated.". 

I 
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95TH CONGRESS 
1ST SiasiON H. R. 6871 

IN THE HOUSE OF REPRESENTATIVES 

MAT 3,1977 

Mr. TRAXLER introduced tlip following hill; which was referred to the Com- 
mittee on Interstate and Foreign Commerce 

A BILL 
To amend the Interstate Commerce Act to provide financial 

assistance to common carriers by railroad to cover the cost 

of operation and rehabilitation of certain lines of railroad. 

1 Be it enacted by the Senate and House of Representa- 

2 lives of the United States of America in Congress assembled, 

3 That (a)  section la (6)  of the Interstate Commerce Act 

4 (49 U.S.C. la (6)) is amended by redesignating subdivision 

5 (b) thereof as subdivision (c) and by inserting immediately 

6 after subdivision (a) thereof the following new subdivision: 

7 "(b)  Whenever the Commission makes a finding— 

8 " (i) in accordance with this section, that the public 

9 convenience and necessity do not permit the nbandon- 

10 ment or discontinuance of a line of railroad; and 

I 



54 

2 

1 " (ii) that the avoidable cost of providing rail serv- 

2 ice on such line plus a reasonable return on the value of 

3 the rail properties involved exceeds the revenues attribut- 

4 able to such line, 

5 the common carrier by railroad which operates such lino of 

6 railroad shall be eUgible for financial assistance with respect 

7 to such line under section lb of this part.". 

8 (b)  Section la (8) of the Interstate Commerce Act is 

9 amended by striking out "paragraphs  (6)" and inserting 

10 in lieu thereof "paragraphs (fi) (a), (6) (c),". 

11 (c) Section la(ll) (a) of the Interstate Commerce Act 

12 is amended— 

13 (1)    by   inserting    "(i)"    immediately    before 

14 "means"; 

15 (2)  by redesignating clauses  (i),  (ii),and  (iii) 

16 thereof as clauses  (A),   (B), and  (C), respectively; 

17 and 

18 (3) by striking out the period at the end thereof 

i9 and inserting in lieu thereof the following: "; and (ii) 

20 for purposes of paragraph (6) (b)  of this section, such 

21 term includes the cost of rehabilitating a line of railroad 

22 to a level capable of handling rail traffic over the entire 

23 length of such line at a speed equal to the greater of 

24 (A)  the maximum speed which may be continuously 

25 maintained over the longest single segment of such line 
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1 (without regard to any reductions in speed, at curves or 

2 bridges, which are necessary for safety), or (B) 30 miles 

3 per hour.". 

4 SEC. 2. The Interstate Commerce Act (49 U.8.C. 1 et 

5 seq.) is amended by inserting immediately after section la 

6 thereof the following new section: 

7 "FINANCIAL ASSISTANCE FOB OPEBATION AND 

8 BBHABILITATION 

9 "SEC. lb. (1) (a) Upon the application of a common 

10 carrier by railroad which is eligible, under scrtion la (6) (b) 

11 of this part, for financial assistance with respect to a particu- 

12 lar line of railroad, the Adnunistrator of the Federal Rail- 

13 road Administration shall enter into a contract with such 

14 carrier for the provision of such finandal assistance. 

15 " (b)  Each eligible carrier shall include in its applica- 

16 tion to the Administrator, pursuant to subdivision   (a)   of 

17 this paragraph, reports and data of the type described in 

18 paragraph (6) (c) of section la of this part. 

19 " (c)  Each contract entered into pursuant to Ms para- 

20 graph shall be for a period of 5 years, and no such contract 

21 may be entered into after 10 years after the date of enaet- 

22 meat of this section. 

23 " (2) The Federal share of the cost of financial assist- 

2-1 ance under this section shall be— 
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4 

1 "(a) 100 percent for the first year of the contract 

2 described in paragraph (1) of this section; 

3 "(b)  90   percent   for  the  second  year  of  such 

4 contract; 

5 " (c)  80 percent for the third year of such contract; 

6 " (d) 70 percent for the fourth year of such con- 

7 tract; and 

8 "(c)  GO percent for the fiftli year of such contract. 

9 " (3) (a) Financial a-ssistance provided pureuant to tliis 

10 section with respect to a line of railroad may be used— 

11 " (i)  to cover the cost of operating rail services over 

12 such line of railroad; and 

13 " (ii)  to cover the cost of rehabilitation of such line 

14 to the maximum level described in subdivision (b) of 

15 this paragraph. 

16 "(b)  For purposes of subdivision (a) of this paragraph, 

17 a Ime of railroad may be rehabilitated to a level capable of 

18 handling rail traffic over the entire length of such line at a 

19 speed equal to the greater of— 

20 "(i)  the maximum speed whith may be continu- 

21 ously maintained over the longest single segment of such 

22 line   (without regard to any reductions in speed, at 

23 curves or bridges, which are necessary for safety) ; or 

24 "(ii)  30 miles per hour, 

25 " (4)  There are authorized to be appropriated to carry 
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5 

1 out the provisions of this section $20,000,000 for each of the 

2 fiscal years 1978 through 1992.". 

3 SBC. 3. The amendments made by this Act shall take 

4 effect on the date of the enactment of this Act, and shall 

5 apply with respect to any application for a certificate of 

6 abandonment or discontinuance which is denied by the Inter- 

7 state Commerce Oonmiission, pursuant to section la of the 

8 Interstate Commerce Act, after January 1,1977. 
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95TH CONGRESS 
IsT SESSION H. R. 8225 

m THE HOUSE OF REPRESENTATIVES 

JcLT 12,197T 

Mr. EvANB of Delaware (for himself, Mr. BAUMAN, and Mr. TRIBUS) introduced 
the following bill; which was referretl to the Committee on Interstat* 
and Foreign Commerce 

t 

A BILL 
To amend the Regional Rail Reorganization Act of 1973 to 

permit States to combine funds for the maintenance and im- 

provement of rail s^^vice continuation programs established 

under such Act. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 That the fifth sentence of section 402 (b)(1) of the Regional 

4 Rail Reorganization Act of 1973  (45 U.S.C. 762(b) (1)) 

5 is amended by striking out the period at the end thereof and 

6 inserting in lieu thereof the following: ", except that two or 

7 more States that are eligible for local rail assistance under this 

8 subsection may, subject to agreement between or among 

9 them, combine any portion of their respective Federal entitle- 

I 
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1 ments under subsection (b) of this section in order to im- 

2 prove rail properties within their respective States or regions. 

3 Such combination of entitlements, where not violative of 

4 State law, shall be permitted, except that— 

5 "(A)  combined funds may be expended only for 

6 purposes listed in this section; and 

7 "(B)   combined funds that are expended in one 

8 State subject to the agreement entered into by the in- 

9 volved States, and which exceed what the State could 

10 have expended absent any agreement, must be found by 

11 the Secretary to provide benefits  to  eligible  freight 

12 services within one or more of the other States which is 

13 party to the agreement". 

This morning, our first witness will be the distinguished gentle- 
man from the State of Delaware, the Honorable Congressman 
Evans, who introduced H.R. 8225, a bill which would permit two or 
more States to combine their respective Federal entitlement to 
assistance in order to improve rail properties within their respec- 
tive States. 

Congressman Ev£ui8, we welcome you to the committee this 
morning. 

STATEMENT OF HON. THOMAS B. EVANS, JR. A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF DELAWARE 

Mr. EIvANS. First of all, I would like to thank you for scheduling 
these hearings on our rail service assistance program. The msdnte- 
nance of adequate rail service is of utmost economic importance to 
our State of Delaware and certainly to many States throughout the 
nation, and I am very pleased that the committee is taking the time 
to consider improvements in our rail service program. 

I know that the committee has many bills before it, so I will be 
very brief and hopefully take less than 5 minutes of your time. 

I support the extension of the 100 percent subsidy program and 
hope that you will favorably act upon such a proposal. However, my 

a]-S84 O - 7> - s 
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f)rimary reason for appearing before you today is to discuss my 
egislation, H.R. 8225. 

This measure, which has been cosponsored by Congressman 
Bauman of Maryland and Congressman Trible of Virginia, would 
permit States to combine or pool their allocation under the rail 
service continuation program of the Regional Rail Reorganization 
Act of 1973. 

As you know, under current law, a State which does not use or 
commit its entire entitlement must return the unused portion to 
the Secretary, who then reallocates money to other States based on 
the formula. This requirement completely ignores the regional, 
multi-State nature of rail transportation by prohibiting States from 
pooling their resources for projects of mutual interest which lie 
outside one State's boundaries. 

Although I am sure many States have similar problems and could 
thus benefit from the legislation, I am particularly famUiar with 
the situation as it affects the Delmarva Peninsula. The Delmarva 
Peninsula is made up of three States—Delaware, Maryland and 
Virginia—each of which receives an entitlement under section 402 
of the R^onal Rail Reorganization Act. The main line between 
Norfolk and m^or eastern cities, such as Wilmington, Philadelphia 
and New York, passes up the peninsula through each State, and the 
maintenance of this north-south artery is of extreme importance to 
each of those three States. 

However, that continued service is jeopardized by the inability of 
the State of Virginia to fully subsidize their portion of the line. This 
inability is due to the fact that the Virginia portion of the line 
contains high-cost operations such as a car float across the mouth of 
the Chesapeake Bay. Should service on the Virginia portion of the 
line be curtailed or eliminated completely, then operations in Dela- 
ware and Maryland would be severely impacted. In short, the 
Delaware line would cease to be a major transportation artery and 
instead become a long spur line with no direct access to the South. 

Fortunately, the State of Delaware receives more Federal funding 
than it needs to operate their subsidized lines. We want to be able 
to contribute the excess to the maintenance of rail service on the 
Delmarva Peninsula, but are prevented solely because the high-cost 
portions of the line which are so important to Delaware farms and 
businesses happen to lie outside of the boundaries of our State. 

Thus, money which could and should help Delmarva must be 
returned to Washington. 

The Delmarva Peninsula is an integrated economic community. I 
am sure there are other equally valid examples of the economic 
interdependence throughout the Northeast and across the country. 

I believe that our Federal rail program should help, not hinder, 
interstate cooperation. My legislation is designed to help foster a 
multi-State approach to rail transportation. I hope that the commit- 
tee will agree with me that such an approach is good not only for 
the States involved but for the nation as well. 

Under the bill, combined funds may be expended only for the 
purposes listed in section 402 of the act. Additionally, prior to any 
transfer or combination, the Secretary of Transportation must find 
that combined funds that are expended in one State provide benefit 
to one or more other States which are party to the agreement. 
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Mr. Chairman, H.R. 8225 will permit multi-State cooperation in 
rail service programs. I hope the committee will look favorably on 
this proposed, and I appreciate your kindness in allowing me to 
testify this morning. 

Mr. RooNEY. Thank you very much. Congressman Elvans. You 
have delivered a very fine statement, and I commend you for your 
efforts. 

I wonder if you can tell the subcommittee how your pooling 
benefits permit Virginia to contribute its share as the FedereJ share 
decreases? 

Mr. EIvANS. Under this bill, we would be allowed to contribute 
part of our unused portion to the State of Virginia. What was your 
question, Mr. Chairman? 

Mr. RooNEY. How Virginia could contribute when the Federal 
moneys decrease? 

Mr. EVANS. HOW could Virginia contribute? 
Mr. RooNEY. Right. Would they continue to contribute as the 

Federal subsidies decrease? 
Mr. EVANS. In this instance, from a practical standpoint—under 

the bill Virginia could contribute to us to help maintain the line, 
but, practically speaking, we will be contributing to Virginia, be- 
cause Virginia has the high-cost operation. 

Mr. RooNEY. Could you explain where is that high-cost operation? 
Mr. EVANS. I have a map here of the Delmarva Peninsula. 

Delaware takes up half of the peninsula, Maryland, this part; and 
Virginia, a very narrow strip at the bottom. The mouth of the 
Chesapeake Bay is here, and there is a car float operation from the 
tip of the southernmost part of the Delmarva Peninsula that goes 
across to Little Creek, Virginia, and interconnects with the South- 
em Railroad and others. 

So what happens is if you are for example, in Seaford, Delaware, 
in the lower part of the State of Delaware, there is some industry 
there, but most of this is agricultural, most of it is rural. But the 
nylon plant, duPont's plant there, that employs about 5,000 people. 
In many instances they would prefer to go south than north. 
Farmers here in the Maryland area or in the Virginia area would 
prefer to go south rather than north and around because it is less 
expensive. 

What happens if they go north, about 20 miles south of the 
northernmost tip, there is a bridge that is a single-rail bridge across 
the Chesapeake-Delaware Canal, and that has been out on more 
than one occasion. When that goes out, it disrupts service tremen- 
dously, and you have to go south. Now if you can t go north and you 
can't go south, you are in a pretty bad fix. As far as industrial 
development, as far as the development of a number of farms in 
Delaware, Maryland and Virginia, we would be in one heck of a bad 
situation. 

Mr. RooNEY. Mr. Florio. 
Mr. FLORIO. I think your plan is infinitely sensible and certainly 

deserving of consideration by the committee. 
Just on another subject for a moment, I have had brought to my 

attention the suggestion that Amtrak is giving consideration to 
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phasing out a maintenance facility in Wilmington, Delaware. Are 
you conversant with this? 

Mr. EVANS. I am, Mr. Florio. I spoke to representatives from 
Amtrak, and the indication was that the board was meeting today 
to consider that, but they told me they are not going to do that, 
today, and probably are not going to do it in the foreseeable future. 

We have the Wilmington yards, and I know some of your con- 
stituents, particularly in the Camden area, work at those yards and 
constituents of others surrounding Delaware. We have an electric 
capacity in the Wilmington yards to work with electric motors, and 
the people in Massachusetts don't have that. I was told for at least 5 
to 10 years they certainly would not consider moving that facility. 

Mr. FLORIO. I am planning on staying on top of it and would 
appreciate your cooperation. 

Mr. EVANS. YOU have my complete cooperation. 
Mr. FLORIO. Thank you. 
Mr. RooNEY. Thank you very much. 
Mr. EVANS. Thank you, Mr. Chairman. I appreciate your 

kindness. 
Mr. RooNEY. Our next witness is the Honorable Daniel O'Neal, 

Chairman of the Interstate Commerce Commission, 12th and Con- 
stitution Avenue, Washington, D.C. 

I imderstand, Mr. Chairman, this is your first visit to the subcom- 
mittee as Chairman, although you have been on the Commission for 
the past 3 years. I want to commend you for the contributions you 
have made to the ICC and wish you well in the future as chairman. 

STATEMENT OF HON. DANIEL O'NEAL, CHAIRMAN. INTERSTATE 
COMMERCE COMMISSION, ACCOMPANIED BY ALAN 
FITZWATER. DIRECTOR, RAIL SERVICES PLANNING OFFICE 

Mr. O'NEAL. Thank you, Mr. Chairman. With me today is Alan 
Fitzwater, who is the director of the Rail Services Planning Office. I 
am sure you know him well. 

We appreciate, of course, the opportunity to present our views on 
the various bills which would modify the State rail assistance 
programs established by the 3-R and the 4-R acts. 

I have a fairly long written statement, which bears a table at the 
end of it, which I would like to submit for the record. 

Mr. RoONEY. Without objection it will be included in the record. 
Mr. O'NEAL. I have here a short statement I will go through, and 

I will be happy to try to answer any questions at the conclusion. 
As I mentioned, because of the large number of bills dealing with 

this subject, and because most of them have similar features, I will 
not try to go through a section-by-section analysis of each. Instead, I 
will address what we believe to be the principal features of the 
various bills and explain the Commission's position and recommen- 
dation on each of them. 

The Commission has prepared, as I mentioned, a summary chart 
of each of the bills, which is attached to the more lengthy state- 
ment. Also attached is a proposed bill which incorporates our 
recommendations on each of the issues that are raised herein. 

The principal feature contained in all of the subject bills is an 
extension of the 100 percent Federal assistance period. Different 
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periods of time for this extension are set forth in the different bills. 
The Commission believes it was clearly the intent of C!ongress that 
rehabilitation and maintenance be performed under 100 percent 
subsidy for a 1-year period. However, very little maintenance and 
rehabilitation was performed during this period due to the slow 
start-up of the progr£mis and certain difficulties experienced in 
executing leases with the trustees of the bankrupt railroads. We 
believe, as did the Congress, that the States need a minimum 1-year 
period of 100 percent subsidy for rehabilitation and maintenance. 
Accordingly, we support the extension of the 100 percent subsidy for 
that purpose. 

However, we support this extension only for rehabilitation and 
maintenance, not for the operating portion of the subsidy. We 
believe that requiring a State to contribute to the operating subsidy 
has resulted in beneficial modifications to the subsidized operations, 
which might not have been achieved without such a requirement. 
Thus, we do not suggest changing this aspect of the Federal 
assistance. 

In addition to supporting an extension of the 100 percent Federal 
subsidy, we support changing the subsidy funding years to coincide 
with the Federal fiscal year. This, we feel, will help avoid confusion 
and lead to improved planning. 

Four of the subject bills, H.R. 7370, H.R. 7715, H.R. 8172, and 
H.R. 8393, propose changes to the formula for determining each 
State's entitlement to sufeidy funds. In each case, the formula for 
determining each State's entitlement to subsidy funds would be 
broadened to include consideration of Lines pending abandonment 
in a proceeding before the Commission, and also those lines identi- 
fied on the railroads' system diagram maps as candidates for 
abandonment. Under the present law, as you know, the entitlement 
formula is based on lines which have been authorized for abandon- 
ment by the Commission. 

These bills also would provide that these types of lines are eligible 
for subsidy assistance. The proposed change in entitlement, we 
believe, could lead to a more accurate assessment of the individual 
State's needs for subsidy funds. Also, we believe that expanding the 
type of line eligible for subsidy is a necessary adjunct to that set 
forth in the present law. Currently, only those lines already autho- 
rized for abandonment, as I mentioned, are eligible for subsidy. We 
believe, as some States do, that in certain circumstances it makes 
sense to provide one-time assistance, perhaps through rehabilita- 
tion, to a marginally profitable line, instead of permsinently subsi- 
dizing a line which is so hopelessly unprofitable that it has been 
authorized for abandonment. We would suggest, however, that a 
third type of line be eligible for subsidy, too—those lines which the 
railroads intend to abandon within the next 3 years. 

With regard to these eligible lines, three of the bills, H.R. 7370, 
H.R. 7715, and H.R. 8172, would allow subsidy assistance for operat- 
ing costs as well as for rehabilitation projects. In contrast, H.R. 8393 
would allow a subsidy only for rehabilitation, not for operating 
costs. It must be remembered that the lines under discussion have 
not been authorized for abandonment. Thus, the carriers are still 
obligated to provide service. We believe that the payment of operat- 
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ing costs to a carrier for the operation of a line which it is required 
by law to operate is not desirable. Accordingly, we support the 
concept of H.R. 8393, which limits the eligibility of projects on lines 
which are candidates for abandonment or are pending abandon- 
ment, to rehabilitation and improvement projects. 

In addition, the Ck)mmLssion supports those bills which provide 
that these projects are to be reimbursed at the level of Federal 
participation in effect at the time a project is initiated. This would 
be consistent with normal government financial control procedures 
which provide that once a commitment of funds has been made, the 
funds shall be obligated against the appropriation in effect at the 
time of the commitment. 

The Ck)mmi8sion also supports the provisions which would allow 
States which provide in-kind benefits to the subsidized operator to 
carry forward the unexpended portion of the in-kind benefits to 
subsequent years. The Commission also endorses those bills which 
provide for an increase in State rail planning funds from $5 million 
per year for 3 years to $10 million per year for 5 years. 

Finally, we support those bills which would amend the Interstate 
Commerce Act to declare specificsdiy that the Commission could 
condition an abandonment authorization so as to require the 
owning railroad to allow a different operator to operate over the 
owning railroads tracks in order to provide subsidized service to the 
abandoned line. 

That concludes the prepared statement. 
[Mr. O'Neal's prepared statement follows:] 
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STATEMENT 
OF 

A. DANIEL O'NEAL, 
CHAIRMAN, INTERSTATE COMMERCE COMMISSION 

BEFORE THE SUBCOMMITTEE ON TRANSPORTATION AND COMMERCE 
OF THE HOUSE C0M?1ITTEE ON 

INTERSTATE AND FOREIGN COMMERCE 
ON 

STATE RAIL SERVICE ASSISTANCE PROGRAMS 

July 27, 1977 

Mr. Chairman, Members of the Subcommittee: 

Good Morning.  I want to thank the Chairman and 

members of the Transportation Subcommittee for giving the 

Commission this opportunity to present its views on the 

State Rail Assistance Programs established by the Regional 

Rail Reorganization Act of 1973 (3-R Act) and the Railroad 

Revitalization and Regulatory Reform Act of 1976 (4-R Act). 

Because of the number of State Rail Freight Assistance 

Bills which have been introduced and because most of these 

bills contain similar features, I will not attempt to review 

each bill section-by-section.  Instead, I will adress the 

principal features of the various bills and will explain 

the Commission's position and recommendation on each of the 

program elements for which amendments have been proposed. 

The Coinmission has prepared a summary chart which 

compares the principal features of each of the bills.  V7e 

have also drafted a proposed bill which incorporates our 

comments and recommendations on each of the issues raised 

herein, along with a section-by-section analysis of the proposed 
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bill.  The summary chart and draft bill are included as 

attachments to this statement. 

Federal Subsidy Participation Levels 

The first subsidy progrcun feature addressed by each 

of the bills deals with changes to the schedule for Federal 

assistance in the Regional and National freight subsidy 

assistance programs.  The alternatives presented in the 

bills are numerous, including one-year extensions of the 100 

percent Federal assistance period; adjustments of the subsidy 

years to coincide with the new Federal fiscal year; 

extensions of the Federal participation in rehabilitation 

and maintenance costs with no change in the percentage 

participation in the operating costs; and combinations of 

these alternatives. 

Under present law, the subsidy year for the 17 

Northeastern States begins on April 1, while the subsidy 

year for the remaining States begins on July 1.  Prior to 

the recent change in the Federal fiscal y?ar, the National 

subsidy funding years coincided with the fiscal year.  The 

subsidy program dates for the Northeast Region correspond 

with the start-up date for ConRail.  We believe that changing 

the appropriate dates to coincide with the Federal fiscal 

year will help avoid confusion and lead to improved planning. 

Accordingly, we support such a change. 

In addition, we recommend that the Federal parti- 

cipation provisions of both the National and the Regional 
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subsidy progrcuns be modified to permit an additional year 

of 100 percent Federal assistance for rehabilitation of 

subsidized lines.  We believe this is necessary because 

rehabilitation which should have been performed during the 

100- percent Federal assistance year could not be performed 

because of the slow start-up of the programs and the difficulties 

experienced in executing leases with the trustees of the 

bankrupt railroads. As a result, much necessary rehabilita- 

tion and maintenance was not performed, despite the Congressional 

intent that some of this rehabilitation and maintenance should 

have been performed under 100 percent subsidy. 

However, we are not recommending any change in the 

level of Federal assistance for the operating portion of the 

subsidy payment. We believe that the current requirement that 

a State contribute to the subsidy payment fti the second 

subsidy year has resulted in many beneficial modifications 

to the subsidized operations. For instance, several States 

have successfully switched from ConRail to short line railroads 

as operators of subsidised branch lines, resulting in the 

same service being provided at significantly less public 

expense. Absent the requirement that the State provide a 

portion of the subsidy, this beneficial result might not 

have occurred. 

State Entitlement Formulas and Subsidy Eligibility 

Four of the bills (H.H. 7370, 7715, 8172, and 83?3) 

propose changes to the formula for determining each State's 

3 - 
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entitlement to subsidy funds, and include more lines as 

being eligible for subsidy assistance.  In each case, the 

formula for determining each State's entitlement to subsidy 

funds would be broadened to include consideration of lines 

pending abandonment in a proceeding before the Commission and 

also those lines which are identified on the railroads' system 

diagram maps as candidates for eibandonment.  Currently, 

only those lines already eibandoned are so included.  Thus, 

the opportunity to subsidize a line has often passed before 

a State becomes entitled to funds which could have been used 

to subsidize the line.  The proposed change, we believe, 

could lead to a more accurate assessment of the individual 

States' needs for subsidy funds.  Further, some of the States 

involved in the subsidy programs have expressed serious 

concern about the wisdom of subsidizing only those lines which 

are so hopelessly unprofitable that they have been authorized 

for abandonment.  These States have expressed the belief 

that providing one-time assistance to a marginally profitable 

line, perhaps through rehabilitation,•represents more 

rational planning than permanently subsidizing an unprofitable 

line which has been authorized for abandonment.  The proposed 

change in eligibility for subsidy funds would allow such 

one-time rehabilitation assistance to be performed under 

the subsidy progriun.  We would suggest, however, that all 

three of these bills require a technical change to correct 

the inadvertent exclusion of those lines which the railroads 

intend to abandon within the next three years. 

- 4 



Throe of the bills (H.R. 7370, 7715, and 8172) would nake 

the lines pending abjmdonment and the lines which are 

candidates for abandonment eligible for subsidy assistance 

for operating costs as well as for rehabilitation and improve- 

ment projects.  In contrast, H.R. 8393 would make these 

lines eligible only for assistance on rehabilitation and 

improvement projects, excluding them from assistance for 

operating costs. The Commission supports the concept of 

H.R. 8393 which limits the eligibility of projects on 

lines included on the system diagram maps as candidates 

for abandonment or as pending abandonments to rehabilitation 

and improvement projects only.  We believe that the payment 

of operating and administrative costs to a railroad for 

the operation of a line which the railroad is required by 

law to operate is not desirable. Accordingly, we feel that 

the system diagram lines should be specifically excluded 

from receiving operating subsidies. 

In-Kind Benefits 

The Commission also supports the provisions which 

would allow States which provide in-kind benefits to the 

subsidized operator to carry forward the "unexpended" 

portion of the in-kind benefits to subsequent subsidy 

years in both the Regional and National programs. 

In addition, the Commission supports the provisions 

which provide that maintenance and rehabilitation projects 

are to be reimbursed at the level of Federal participation 
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which was applicable at the tine a project i-s initiated. 

This would be consistent with normal government financial 

control procedures which provide that once a commitment of 

funds has been made, the funds be obligated against the 

appropriation in effect at the time of the commitment. 

Under the current FRA regulations for the Regional program, 

only that portion of a project which was completed prior to 

April 1, 1977, was eligible for 100 percent reimbursement. 

Because the track working season in the Northeast was just 

beginning in April, very little work qualified for full 100 

percent reimbursement. 

State Rail Planning Funds 

Four of the bills (H.R. 7370, 7715, G172, and 8393) 

provide for an increase in State rail planning funds from 

S5 million per year for three years to SIO million per year 

for five years.  The Commission supports this change 

and wishes to point out that this represents a re-allocation 

of funds already included within the total authorization of 

the subsidy program and does not represent a new authorization 

for expenditures.  V7e believe that additional funds for 

planning will result in the more effective use of the funds 

available. 

Service Continuation by Other Operators 

Four of the bills (H.R. 7370, 7715, 8172, and 8393) 

would amend the Interstate Commerce Act to declare specifi- 

- 6 - 
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cally that one of the conditions which the Connission 

could place on a discontinuance or abandonment authorization 

could be a requirement that the owning railroad allow a 

different operator (probably either a connecting railroad 

or a short line railroad) to operate over the owning 

railroad's tracks in order to provide subsidized service 

to the abandoned line. 

Although the Commission believes that the existing 

authority in section la(4) of the Interstate Commerce Act 

is broad enough to encompass such a condition, we support 

this proposed amendment.  We believe that this change would 

emphasize the Commission's authority in this area and would 

specifically declare that the National subsidy program 

incorporates the concept of a "designated operator" originally 

developed in the Regional subsidy program. As was the 

case in the Regional program, the introduction of "designated 

operators" in the National subsidy program will require the 

addition of a "reasonable management fee" to the costs for 

which a designated subsidy operator must be reimbursed. 

Of the three bills incorporating this provision, 

we believe that the wording of H.R. 8393 (in section 10) 

is the most comprehensive. 

Thank you for this opportunity to present the 

Commission's views on the State Rail Assistance Progreuns. 

I will be glad to attempt to respond to any questions you 

may have. 

7 - 
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A  BILL 

To amend the Regional Rail Reorganization Act of 1973, the Depattment of 

Transpoitatlon Act, and the Interstate Commerce Act to extend for one year the 

period during which the Federal Government pays 100 percent of the cost of rail 

service assistance programs involving rehaUlitatton, maintenance, and improve- 

ment of rail properties, to extend the States' entitlement for financial assistance 

under the rail service assistance program, and to extend ellgibiUty for financial 

assistance to Include the rehabilitation of certain rail lines. 

Be It enacted by the Senate and House of Representatives of the United States of 

America In Congress assembled, that this Act may be cited as the "Rail Freight 

Service Continuation Amendments of 1977". 

SEC.   1.   (a) Section 402(a)(1) of the Regional Rail Reorganization Act of 1973 

is amended by striking out tbe last sentence thereof and Inserting in 

lieu thereof the following:   "Ihe Federal share of the cost of any 

such assistance for the rehabilitation and maintenance of rail prop- 

erties shall be 100 percent for the 24-month period following the 

date on which rail properties are conveyed pursuant to section 303(bXl) 

of this Act.   The Federal share of the cost of any such assistance for 

purposes other then the rehabilitation and maintenance of rail prop- 

erties shall be (A) 100 percent for the 12-month period following such 

date of conveyance, and (B) 90 percent for the succeeding 12-month.". 



73 

(b) Secaon 402(aK2) of the Reglotial Rail Reorganization Act of 

1973 is amended by adding at the end thereof the following new 

sentences:   "In-kind benefits which a State provides for any period 

In excess of such State's share of project costs for such period shall 

be appUed toward such State's share In any sut>8equent period.   The 

date of initiation of any maintenance, rehabilitation. Improvement, 

or acquisition project shall determine the period from wMch rail 

freight assistance to wUch a State Is entitled shall be provided for 

such project.   Whenever the costs of an approved maintenance, 

rehabilitation. Improvement, or acquisition project exceed the amount 

of rail freight service assistance to which a State is entitled for the 

period in wlilcfa such project is initiated, the Secretary may provide 

assistance in any sut)sequent period to cover die costs of such project 

at tlie percentage level and from the Federal sliare established by 

tills subsection for such subsequent period.". 
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(c)  The first sentence of section 402(b) of the Regional Rail Reor- 

ganization Act of 1973 is amended to read as follows: 

"ENTITLEMENT. - (1) Each State In the region which is, 

pursuant to subsection (c) of tills section, eligible to receive 

rail service continuation assistance Is entitled to the total amount 

authorized and appropriated for such purpose multiplied by a 

traction whose numerator Is the simi of the rail mileage in such 

state which are (A) those rail services of railroads In reorganiza- 

tion In the region, or persons leased, operated or controlled by 

any such railroad, which the final system plan does not designate 

to be continued; (B) those rail services on rail properties referred 

to In section 304(a)(2) of this Act;  (C) those rail services in the 

region which have been, at any time during the S-year period 

prior to the date of enactment of this Act, or wtilch, are subsequent 

to the date of enactment of this Act, owned, leased, or operated 

by a State agency or tiy a local or regional transportation authority, 

or with respect to which a State, a polltfcal subdivision thereof, 

or a local or regional transportation authority has Invested (at any 

time during the 5-year period prior to the date of enactment of this 

Act), or invests (subsequent to the date of enactment of tills Act), 

substantial sums for Improvement or maintenance of rail service; 
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(D) those rail services In the region with respect to which the 

Commission authorizes the discontinuance of rail services 

or the abandraiment of rail properties, effective on or after 

the date of enactment of this Act;  (E) those rail services which 

are identified as 'potentially subject to abandonment' or as lines 

for which a carrier plans to submit an application for a certificate 

of abandonment or discontinuance as those terms are used in 

Section la (SXa) of the Interstate Commerce Act; and (F) lines 

for wiiich an abandonment or discontinuance application is pending 

before the Commission; and whose denominator is the sum of all 

such rail mileages in all of the States which are eligible for rail 

service assistance under this sectlon.provided however, that the 

mileage of any line or portion of line of railroad shall not be 

included more than once In the calculation of the numerator or in 

the calculation of the denominator of the fraction." 

(d) Section 402(c)(2) of the Regional Rail Reorganization Act of 1973 is 

amended by deleting the word "or" at the end of sutparagraph (C) and by 

deleting the period at the end of subparagraph (D) and by inserting Immediately 

after the end of subparagraph (D) the following: 

"; or (E) those rail services which are identified as 'potentially 

subject to abandonment' or as lines for which a carrier plans to 

submit an application for a certificate of abandonment of discon- 

tinuance as those terms are used in Section la (5)(a) of the Inter- 

State Commerce Act or those lines for which an abandonment or 

'1-684 o-7»-« 



76 

discontinuance application Is pending before the Commission; 

in which case, the eligibility for financial assistance shall be 

limited to projects wfal ch have as their principal objectives the 

elimination of deferred maintenance or the rehabilitation of such 

rail line, with such rail line being ijieUgible for rail service 

continuation assistance unless and until such line becomes 

eligible pursuant to subparagraph (B), (C), or (D) of this sul)sectiaa. 

SEC.   2.   (a)Section 5 (g) of the Department of Transportation Act is amended to 

read as follows: 

"(K) (IT T^ Federal share of the cost of any rail service 

assistance program described in paragraph (3) of subsection 

(f) of this section shall be (A) 100 percent for the period 

beginning July 1, 1976, and endlxig September 30, 1978, (B) 

90 percent for the period beginning October 1, 1978 and 

ending September 30, 1979, (C) 80 percent for the period 

beginning October 1, 1979, and ending Septemtier 30, 1980, 

and (O) 70 percent for the period beginning October 1, 1980, 

and ending September 30, 1984. 

"(2) The Federal share of the cost of any rail service 

assistance program described in paragraph (1), (2), or (4) 

of subsection (f) of this section stiall be (A) 100 percent for the 

period beginning July 1, 1976, and ending June 30, 1977, (^ 90 

percent for the period beginning July 1, 1977, and ending 
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September 30. 1978, (C) 80 percent for the period beginning 

October I, 1978, and ending September 30, 1979, and (D) 

70 percent for the period beginning October 1, 1979, and 

ending September 30, 1981. 

"(3) For the period beginning on October 1, 1979, and 

ending September 30. 1981, the Secretary may make such 

adjustments In the percentage level of the Federal share as 

may be necessary and appropriate so as not to exceed the 

maximum amount of funds authorized under subsection (o) 

of this section.  The Secretary shall, within one year after 

the date of enactment of this subsection, promulgate standards 

and procedures under which the State share of the cost of any 

rail service assistance program may be provided through In- 

Und benefits such as forgiveness of taxes, traclcage rights, 

and facilities wlUch would not otherwise be provided,", 

(b) Section 5(g) of the Department of Transportation Act is amended by 

adding at the end thereof the following: 

"In-kind benefits which a state provides for any period in excess 

of ttiat state's share of project costs for that particular period 

shall be applied toward that state's share In any subsequent period. 

Hie date of initiation of any maintenance, rehabilitation, improvement 
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or acquisition project shall establish the period from which rail 

freight assistance to which a state Is entitled shall be provided. 

Whenever the costs of an approved maintenance, rehabilitation, 

impirovement or acquisition project exceed the amount of rail 

freight service assistance to which a state Is entitled for the 

period in which such project Is initiated, the Secretary may provide 

assistance In any subsequent period to cover the costs of such project, 

at the percentage level and from the Federal share   established by 

this subsection for such subsequent period, ", 

(c)  Hie first sentence of section 5(h) of the Department of Transportation 

Act is amended to read as follows: 

"Each State which is, pursuant to subsection (j) of this section, 

eligible to receive rail service assistance is entitled to an amount 

equal to the total amount authorized and appropriated for such pur- 

poses, multiplied by a fraction whose numerator is the sum of the 

rail mileage In such state (A) for which the Conunission has found 

that the public convenience and necessity permit the abandonment of, 

or the discontinuance of rail service on the line of railroad    (B) which 

was eligible for assistance under Title IV of the Regional Rail Reor- 

ganization Act of 1973;  (C) which is identified as 'potentially subject 

to abandonment' or as a line for which a carrier plans to submit an 

application for a ceitificate of aiiandonment or discontinuance as 
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those terms are used in Section la(S)(a) of the Interstate 

Commerce Act; and (O) lines for which an abandonment or 

discontinuance application is pending before the Commission; 

and whose denominator is the sum of all such rail mileages 

in all of the States which are eligible for rail service assist- 

ance under this section; provided however, that the mileage 

of any line or portion of line of railroad shall not be included 

more than once in die calculation of the numerator or in the 

calculation of the denominator of the fraction." 

(d)  Section 5(k) of the Department of Transportation Act is amended 

by deleting the word "and" at tbe end of paragraph (1) and renumbering 

paragraph (2) as paragraph (3) and inserting immediately after the end 

of paragraph (1) the following: 

"(2) the line of railroad which Is related to the project is 

identified as 'potentially subject to abandonment' or as a line 

for which a carrier plans to submit an application for a certi- 

ficate of abandonment or discontinuance as those terms axe 

used in Section la(5Xa) of the Interstate Commerce Act or is 

a line for which an at)andomnent or discontinuance application 

Is pending before the Conunission; In which case, the eligibility 

for financial assistance shall be limited to projects which have 
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as their princi|>al objectives the elimination of deferred main- 

tenance or the rehabilitation of such rail line, with such line 

being ineligible for rail serivce continuation assistance unless 

and until such line becomes eligible pursuant to paragraph (1) 

of this subsection; and" 

(e)  The second sentence of Section 5(o) of the Department of Transportation 

Act is amended to read as follows: 

"Of the foregoing sums, not to exceed $10,000,000 shall be made 

available for planning grants during each of the 5 fiscal years 

ending June 30, 1976; September 30, 1977; September 30, 1978; 

September 30, 1979; and September 30, 1980." 

SECTION 3.      Section la(4) of the Interstate Commerce Act is amended by adding at the 

end thereof the following new sentences:   "The terms and conditions referred 

to in subdivision (b) of this paragraph may include a direction awarding trackage 

rights to another common carrier by railroad or to a State or political subdivision 

thereof for all or any portion of the lines of the applicant's railroad located 

within such State which the Commission determines are needed solely for 

purposes of providing rail freight service which otherwise would no longer be 

available due to an akiandonment or discontinuance.   In making such determination, 

the Commission shall consider the views of any State or other party directly 

affected by such abandonment or discontinuance and shall fix just and reason- 

able compensation, in accordance with section 3 (5) of this part, for such 

trackage rights." 
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Section-by-Secaan Analysis 

SecttoD 1(a) - Amends the Regional Rail Reorganization Act of 1973 (3R Act) to 

extend 100 percent Federal funding at rebafaiUtatlon and maintenance to the second 

year of the Regional subsidy program (to March 31, 1978).   Does not change the 

Federal partlcipaUon In the operating cost portion of tiie subsidy program (100 

percent to March 31, 1977 and 90 percent April 1, 1977 to March 31, 1978). 

This section would permit Implementation of the 100 percent Federal assist- 

ance for rehabilitation and maintenance of sulMldlzed lines wUch was originally 

intended, but was not realized because of problems in executing lease agreements 

with tlie estates of the bankrupt railroads for use of tlie subsidized lines.   At the 

same time, tiy not changing the Federal participation percentages for the operating 

portion of the subsidy costs, tMs section recognizes the cost-effective approadies 

talcen by many of tlie States in the second year of the suiisidy program when a 10 

percent State contribution was required. 

Section 1(b) - Amends the 3R Act to declare that In-Und benefits provided to the 

subsidized operator as the State's portion of the sutwidy payments can be carried 

forward to following suiisidy years to tlie extent that tiie in-kind benefits exceed the 

State's required payment in a year.   This section also declares tliat maintenance and 

rehabilitation projects are to be relmixirsed at the Federal participation percentage 

applicable when a project is initiated.   Thus a rehabilitation project Initiated during 

a 100 Federal contriliution sut>sldy year would be fully reimbursed by Federal funds, 

although the project may extend into and be completed in a subsequent 90 percent 

Federal contrilxitlon year. 
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Section 1(c) - Amends the 3R Act to change the Regional State subsidy entitlement 

formula to Include the lines Identified on the railroads' System Diagram Maps as 

"potentially subject to abandonment", as lines for which an abandonment application 

will be filed within the next three years, and as lines on which ai>andonment applica- 

tions are currently filed and pending decision; these categories are not included in 

the current entitlement formula for the Northeast region. 

This section also makes a distinction between lines considered in calculating 

the entitlement formula and lines which are eligible   for subsidy assistance. 

Federal funds are made available for rehaiiUitatlon and Improvement on any lines 

Included in the entitlement formula (basically abandoned lines and System Diagram 

lines), but operating subsidy payments are available only for those lines which 

have been authorized for abandonment. 

By prohibiting the use of Federal subsidy funds for reimbursing losses on lines 

which have not been abandoned, the section avoids the payment of operating, admin- 

istration, and management costs to a railroad for operating a line which the railroad 

is already required to operate under public convenience and necessity. 

Section 2(a) - Amends the Department of Transportation Act (DOT Act) to Include 

a second year of 100 Federal assistance in the national program for rehabilitation 

and improvement projects only, resulting in two years at 100 percent, and one year 

each at 90, 80, and 70 percent.   This section does not change the Federal reimburse- 

ment percentage for the operating portion of the subsidy payments. 
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Ihls secQon adjusts the subsidy years (after the first year which Is already 

completed) to coincide with the Federal fiscal year.   This Is done by extending 

the 90 percent year by three months to September 30, 1978 and thus extending the 

entire program by three months. 

This section basically does for the national program what Section 1(a) does 

for the regional program. 

Section 2(b) - Amends DOT Act to assure carry-forward of excess In-kind benefits 

and to define the Federal participation In rehabilitation and Improvement projects 

by the date the project is initiated.   Does the same things to the national program 

that sectl<»t 1(b) does for the regional program. 

Sections 2(c) and 2(d) - Amend Dot Act to change the entitlement formula for the 

national program to include System Diagram M^ lines and to permit only 

rehabilitation and Improvement assistance for any lines which are not abandoned. 

Same as changes made to the regional program by section 1(c). 

Section 2(e) - Amends DOT Act to Increase annual authorizations for State rail 

planning grants from $5 million to $10 million.   This is a reallocatlon of funds within 

the total authorization for the subsidy programs and does not represent a new 

authorization. 

Section 3 - Amends the Interstate Commerce Act to declare q>ecl&cally that one of 

the conditions the Interstate Commerce Commission could place on an abandonment 

authorization could be a requirement that the railroad allow a different ralltoad 

(probably a short line) to operate over its tracks In order to provide subsidized 

service to the abandoned line. 
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Mr. RooNEY. Thank you very much, Mr. Chairman. 
Recognizing the difRculties we experienced in constituting the 

Office of Rail Public Ck>unsel, I wonder if you could state what, if 
an3rthing, the ICC has done to make the regulations pertaining to 
the abandonments, subsidies, and Federal subsidy assistance 
imderstandable to the affected communities, shippers and the gen- 
eral public? 

Mr. O'NEAL. One thing the Rail Services Planning Office has done 
is prepare a brochure or collection of papers in a hand-out form 
which has been made available to the members of the public who 
request information about line abandonment problems. We are 
considering some expansion of that program. And also in some 
individual cases we have authorized people from the Rail Services 
Planning Office to go out and assist individuals and, in particular 
communities, in preparing their cases, in a line abandonment 
hearing. This is done so they will be able to have the best, or at 
least a better presentation that sets forth their best arguments with 
regard to the line absmdonment, which is usually against the line 
abandonment. 

Would you like to add to that, Alan? 
Mr. FrrawATER. We have also provided almost on a daily basis 

advice to the State officials that are involved and to many of the 
local shippers and concerned citizens as to what they might do, 
what the ICC procedures are, and what their options are. So while 
we haven't been able to provide the massive on-site participation 
that public counsel performed in the reorganization of the Midwest 
and Northeast railroads, we think that we have provided a satisfac- 
tory service in the interim in connection with most of the serious 
problems that have arisen. 

We are in almost daily contact with many of the members of the 
different State organizations, and we are in a position from a staff 
standpoint of providing assistance. We are not in a position to 
provide legal assistance at the actual proceeding, and that is what I 
think the establishment of Rail Public Counsel could provide. 

Mr. RooNEY. I have heard stories that ConRail is planning to 
abandon additional trackage in the Northeast. Have they been in 
contact with you in this respect? 

Mr. O'NEAL. Yes, they have. We have written to the president of 
ConRail and £isked for an explanation of just what they are consid- 
ering in the way of abandoning track, and they have supplied us 
with a list of lines, and we are now trying to decide how best to 
make that information available. 

The carrier doesn't feel that the lines that they have listed should 
be considered as necessarily under study for abandonment. They 
are lines that they are reviewing, and they categorize them as 
something less than under study, "rhey are in a screening process, I 
guess. 

They have indicated that in September they intend to give us the 
list of lines that they consider to be under study. 

At the moment, we are in the process of publishing state-by-state 
maps of the lines that are listed in the maps that have been 
provided to the Commission by the carriers. These maps are pres- 
ently listed only by carrier and not by State. We are probably going 
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to include the ConRail lines in those maps. It will be published, we 
hope, by the middle of August. 

Mr. RooNEY. How many miles are we talking about with respect 
to ConRail? 

Mr. O'NEAL. The numbers that we have now are 2,900 miles. The 
numbers of miles actually under study could be less than that, 
though, using again the ConRail terminology as to what is under 
study and what is not. 

Mr. RooNEY. The map that you discussed, can you tell the 
subcommittee what the specific advantage to the general public is 
in receiving this advanced abandonment information from the 
railroads? 

Mr. O'NEAL. The way the information exists today it is not of that 
much use, because the carriers have, of course, published their 
maps based on their own systems. Thus, if you happen to be in the 
State of Pennsylvania, and want to know what lines are likely to be 
abandoned in your State, you would have to go to the maps of each 
carrier and put it altogether. The Commission is going to do that, 
ourselves. We are going to publish a map of each State which will 
show the location of all lines that are proposed for abandonment 
within that State. 

Again, that will be, we hope, by the middle of August, and I think 
that should help each State and the individuals in each State have 
a much better idea of just how this might impact on them. 

Mr. RooNEY. But the 2,900 miles of lines you say that ConRail is 
going to submit to you, this necessarily will not be abandoned; it is 
just under study? 

Mr. O'NEAL. NOW we have several different categories that we are 
talking about that have to be indicated on the map that they have 
to submit. Category 1 are those lines they plan to abandon within 
three years. Category 2 are those lines that are under study for 
possible abandonment. And category 3 are lines that are pending 
abandonment, where the application has been made to the Commis- 
sion. Any lines that fall into those categories, I think, are of 
interest, but that doesn't mean that any of them actually are going 
to be abandoned. 

Mr. FLORIO [PRESIDING]. The Chairman has asked me to proceed 
with questions. I didn't get a chance to read your entire statement, 
but do you support or not support the idea that we should not have 
to wait for the approval of the abandonment? 

Mr. O'NEAL. We do support that idea. We indicate in our written 
statement that lines falling into any of the three categories I just 
mentioned should be put into the formula. In other words, you 
shouldn't have to wait until the Commission has decided the lines 
should be abandoned. However, we feel that subsidies for operations 
should not be extended on that basis. In other words, we support 
subsidies for maintenance and rehabilitation purposes based on this 
kind of formula, but not for actual operations by the railroad. 

Mr. FLORIO. Are you familiar with a plan that is in operation in 
the State of Iowa, with regard to involving the States as well as 
carriers in the maintenance of lines that are proposed to be 
abandoned? 

Mr. O'NEAL. Well, not completely. 
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Mr. FLORIO. I will get you some information on that, and I would 
like your thoughts on how it is operating. 

Mr. O'NEAL. We would be happy to look into that and give you a 
report back. 

Mr. FLORIO. On page 6 of your testimony, you say you favor 
extending the provision for planning funds from $5 million per year 
for 3 years to $10 million per year for 5 years. Could you indicate 
why such an extended planning period is necessary? It seems to me 
that the assistance program will be completed prior to a number of 
states completing their planning process and, as a consequence, will 
not be in a position to receive any of the funds made available. 

Mr. O'NEAL. Well, I think I will ask Alan to elaborate on this a 
little bit, but I don't know that you can limit the need for planning 
to a period of 3 years. I think we would want to ensure that the 
States are able to make adjustments for a longer period of time, and 
5 years seems to be an appropriate period. 

I think we have learned from experience in this whole process of 
trying to put the Northeast carriers back on their feet that it 
sometimes takes a lot longer than you think originally and you 
need additional time to make some adjustments.       * 

Mr. FrrzwATER. The other thing is to make the planning funds 
consistent with the overall program. The program is set up on a 5- 
year basis, and we believe the planning function should continue on 
the same basis that the Federal matching grant funds are made 
available. 

Mr. FLORIO. YOU also state on page 4 that the States believe 
providing one-time assistance to a marginally profitable line is 
better than permanently subsidizing an unprofitable line autho- 
rized for abemdonment. Could you elaborate on that? To my knowl- 
edge, there have been no proposals to permanently subsidize such 
lines. Rather, it has been proposed that the present 5-year subsidy 
period be extended at a maximum to 6J years. 

Mr. O'NEAL. I think the reference there is to the choice of waiting 
for the Commission to determine that a line should be abandoned 
and then making that the point at which you decide whether there 
should be a subsidy. And under that situation you could end up 
subsidizing a line only after you determine that line is a total loser. 
Whereas, if you allow some subsidy on a maintenance and rehabili- 
tation basis before that time, you may be able to rescue a service 
that is going downhill before it goes too far downhill. 

We think in the long run it may result in fewer losses to the 
Federal Government and less subsidy pa3Tnents and hopefully bet- 
ter service to the users of the system. 

Mr. FLORIO. With regard to waiting until a railroad has been 
approved for abandonment, aren't you talking about a self-fulfilling 
prophecy, that once it starts to lose traffic, people can see at that 
point it is almost counterproductive to start putting money in the 
railroad that you have almost ensured by statute that is going to go 
under? 

Mr. O'NEAL. Yes, that is what I am saying. I think you are 
absolutely right that if you can infuse some funds into the system 
before you reach that point, you might maintain a much higher 
level of service. 
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Mr. FLORIO. I suppose I am making the academic point that it 

seems to me that is only the approach that should be used, and, if 
you go to the point of following the existing procedure, you are 
almost wasting money because you are ensuring that by waiting 
until it is approved, that the line is not going to be very successful, 
even if vou do upgrade the facilities. 

Mr. O NEAL. I think you could make the argument that the costs 
are likely to be a little higher, because you may have lost the 
opportunity to improve or maintain a line at much less cost earlier 
in its existence. After abandonment you may be faced with a very 
expensive rehabilitation program you could have avoided earlier. 

Again, as you say, I think you also have the possibility of losing a 
lot more service. Once shippers shift from one mode of transporta- 
tion—if they shift away from railroads to motor carriers—they are 
not likely to move back very easily, even if the line is eventually 
brought back to a higher level of performance. 

There are a lot of factors to keep in mind, and we believe very 
strongly that it is a good idea to surest the deterioration process a 
little earlier than is possible now. 

Mr. FLORK). Just a last question. You state on page 5 of your 
testimony that you support an amendment that would provide for 
reimbursement at the level of Federal participation applicable at 
the time a project is initiated as compared to when the project is 
completed. 

You further state that very little work qualified for the full 100 
percent reimbursement due to the short working season in the 
Northeast. Could you comment on the effect of this amendment for 
the rem£iining years of the assistance program? 

Mr. O'NEAL. I don't know. Alan, can you? 
Mr. FiTZWATER. Yes, the problem that arose was since there were 

not leases in place with the trustees, it was impossible to start 
rehabilitating many of the lines in the Northeast. The leases were 
finally signed after the 4-R Act was passed, which provided that the 
information used in negotiating the leases could not be used in the 
case-in-chief in determining the values of the properties that had 
been transferred to ConRail. This all came about in the winter, 
early, I guess, January or February, and it was too late in the year 
for any rehabilitation work to be performed. The regional sul^idy 
program ran from April to April and by the time contracts were let 
and work could commence, you were into a situation that projects 
had been approved, but the work could not be completed. So you 
had a situation with one level of funding until the end of a 
particular fiscal year, and then another level of funding from that 
point on. 

We don't believe it is consistent or good planning to permit a 
change in the matching funds in the middle of a project. In most 
government obligation situations, once a project is approved, it is 
approved at a given level for the entire project. We believe it makes 
for better planning throughout if all concerned know the exact 
amount of the funding for each project before the project is initi- 
ated. Since each year there is a lesser amount of Federal matching 
funds available, you will have the same problem each time if there 
isn't a change in the procedure that requires a different funding 
rate when the new fiscal year begins. 
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Mr. FLORIO. Thank you both for appearing. We appreciate your 

testimony. 
Mr. O NEAL. Thank you. 
Mr. FLORIO. Mr. Richard Freeman. Mr. Freeman is the vice 

president of Chicago & North Western Railroad, representing the 
Association of American Railroads. 

STATEMENT OF RICHARD M. FREEMAN, ON BEHALF OF THE 
ASSOCIATION OF AMERICAN RAILROADS, ACCOMPANIED BY 
PHILIP F. WELSH, GENERAL SOLICITOR 

Mr. WELSH. Mr. Chairman, my name is Philip Welsh, Greneral 
Solicitor of the Association of American Railroads, and I am here to 
introduce Mr. Richard Freeman, who is Vice President of the 
Chicago & North Western Transportation Company. Mr. Freeman 
has had a great deal of experience in dealing with abandonments 
and discontinuances on his own railroad and is a highly qualified 
witness on behalf of the members of our association in testifying on 
the bills that are pending before your committee. 

STATEMENT OF RICHARD M. FREEMAN 

Mr. FREEMAN. I am Richard M. Freeman, 400 West Madison, 
Chicago, Illinois, 60606. 

As Mr. Welsh indicated, I do have some knowledge of the subject 
matter before the committee, since my railroad has abandoned 
some 2,000 miles of reiilroad over the past several years. Today, we 
have 9,850 miles of railroad. Of that 9,850 miles, we have 962 miles 
pending before the ICC for abandonment, 984 miles listed in cate- 
gory 1, that is, lines subject to abandonment in 3 years, and 313 
miles listed in category 2, that is, lines potentially subject to 
abandonment. 

We in the industry have followed the proposals which have been 
made over the last several months to change the Federal assistance 
program applicable to branch lines. We welcome this chance to 
comment on some of the proposals. Clearly some of the proposals 
are outside of the expertise or purview of our association, and I 
shall not comment on those. 

It is our understanding that the Federal 5-year branch line 
assistance program was designed as a short-term program to cush- 
ion any effects of branch-line abandonment or service discontinu- 
ance on local communities and shippers. We believe that it is wise 
to keep this purpose in mind in evaluating proposals to change the 
program. 

Chie proposal which is before you would make Federal funds 
available for operating assistance payments for lines which are 
before the ICC for abandonment, or which are in categories 1 or 2, 
rather than as under the present law only for lines which are 
authorized for abandonment. 

We oppose this change, and we are pleased to see that the 
Interstate Commerce Commission opposes it as well. 

The present law encour£iges everyone concerned to get on with 
the otherwise laboriously slow abandonment process. We are reluc- 
timt to see that spur to expeditious action removed. 
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There is another proposal to provide financial assistance for a 
line as to which the ICC has concluded that the public interest and 
necessity do not permit abandonment, but the line is losing money. 

We support that proposal. It would cure the evil of cross-subsidi- 
zation, that is, the inequity of requiring other shippers using rail 
service over the balance of the railroad system to make up for 
deficits on lines of railroads not paying their way. 

There is another proposal which would permit the ICC to grant 
another railroad or the State the right to operate over an aban- 
doned line and—this is the important part—over other lines of the 
abandoning railroad. We oppose this chsmge. We can see no need for 
giving another railroad or the State the right to operate over 
segments of the reiilroad system which are not abandoned. Such 
operations could only create substantial operating confusion which 
would not serve the public interest. 

In this connection, however, I should add that the provisions of 
section 10 of H.R. 8393 £ind H.R. 19420 are an improvement over the 
provisions of section 10 in H.R. 7370. If, contrary to our views, the 
committee believes that the present law must be changed in this 
respect, we should like an opportunity to submit alternative lan- 
guage to avoid the kinds of operating problems which we fear. 

If the committee please, those are all of my comments. I have a 
statement which has been submitted for the record. I would be 
delighted to try to answer questions. 

[Mr. Freeman's prepared statement follows:] 
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STATEMENT OF RICHARD M. FREEMAN 
IN BEHALF OF THE ASSOCIATION OF AMERICAN RAILROADS 

ON 
H.R. 3672, H.R. 6739, H,R, 6792, H.R. 7370 

H.R. 7486, H.R. 7715. H.R. 8172, H.R. 8393, 
H.R, 8420, and related bills 

BEFORE THE 
SUBCOMMITTEE ON TRANSPORTATION AND COMMERCE 

OF THE 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 

U.S. HOUSE OF REPRESENTATIVES 
July 27, 1977 

My name is Richard M. Freeman.  My business ad- 

dress is 400 West Madison Street, Chicago, Illinois 60606. 

1 am Vice President-Law of the Chicago and North Western 

Transportation Company (CNW).  I appear today in behalf of 

the member lines of the Association of American Railroads 

(AAR) with headquarters in Washington, D.C.  I am Chairman 

of the AAR's Rail Services Group.  The railroads which are 

members of this Association operate 96 percent of the track- 

age, employ 94 percent of the workers, and produce 97 percent 

of the freight revenues of all railroads in the United States. 

My company, which is a member of the AAR, currently operates 

9,851 miles of railroad, and has 962 miles pending before 

the Interstate Commerce Commission (ICC) for abandonment, 

984 miles listed in ICC Category 1 (lines subject to abandon- 

ment within three years) and 313 miles listed in ICC Category 

2 (lines potentially subject to abandonment). 

There are a number of proposals which have been 

made over the last several months to change the federal 

U-6S4 0-T8 - 7 
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assistance program applicable to branch lines.  After giving 

consideration to these proposals, the Association of American 

Railroads is pleased to have an opportunity to state the rail 

Indus try's views. 

It is our understanding that the purpose of the 

federal five-year branch line assistance program was to 

cushion any effects of branch line abandonment or service 

discontinuance on local communities and shippers.  The 

general approach was to provide a declining level of federal 

assistance from 100% to 70% over the five-year period for 

branch lines which the Interstate Commerce Commission had 

authorized for abandonment or discontinuance.  The assist- 

ance for a branch line could be either  (1) in the form of 

payments to the railroad to make up the difference between 

revenues and avoidable costs plus a reasonable return, to 

rehabilitate the line, or to purchase the line; or  (2) in 

the form of payments to those adversely affected for easing 

the costs of lost rail service in a manner less expensive 

than continuing rail service.  The legislative changes sug- 

gested in the program have dealt with the former -- that is, 

payments to railroads -- and have not dealt with the latter 

alternative.  We have been disappointed that the Department 

of Transportation has not encouraged the approach of payments 

to communities and shippers to ease the loss of rail service 

where that is a cost effective approach. 
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Many of the proposed changes involve matters of 

Interest primarily to the states and, while we find the 

proposals reasonable, we believe that the rail industry 

has neither adequate knowledge nor expertise to express 

an opinion useful to this subcommittee.  In this category 

are proposals to modify the timing of the reduction in the 

federal share of rail assistance costs to match the federal 

fiscal year, permit states to carry over in-kind benefits, 

change the allocation of federal funds among the states, 

give discretion to the states to determine which projects 

should be federally financed, and increase the monies as- 

signed for planning and lengthen the period during which 

those monies are available. 

There are substantive proposals, however, in 

which we believe this subcommittee may wish to hear from 

our industry. 

One proposal would make federal funds available 

in the form of payments for operating assistance for lines 

which are before the Commission for abandonment or which 

have been designated by the railroads as abandonment candi- 

dates, rather than as under the present law, only for lines 

which have been authorized for abandonment.  (Section 3 of 

H.R. 7370, H.R. 7715, H.R. 8172 and H.R. 8393).  The exist- 

ing provision has a salutary effect on all parties, includ- 

ing the governmental agencies.  Since federal subsidy monies 
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cannot be made available until the Commission has author- 

ized abandonment, everyone involved has an incentive to ex- 

pedite the decision-making process.  We are reluctant to see 

that incentive removed, given the inherently slow pace of 

that process.  If the decision-making process is properly 

expedited, there is little or no need to provide the interim 

operating financial assistance, pending the decision.  Ac- 

cordingly, we oppose this change. 

There is another proposal which would provide finan- 

cial assistance for a line as to which the Interstate Com- 

merce Commission has concluded that the public interest and 

necessity does not permit abandonment, but the line is 

losing money (H.R. 6871).  Financial assistance would cover 

both operating deficits and rehabilitation expenses, with the 

federal contribution to such assistance beginning at 1007. 

and declining annually to 60% over 5 years.  Although not 

entirely clear, we believe that the drafters of this proposal 

intended to make the carrier whole, with the states or 

financially responsible local interests making up the non- 

federal share. With this understanding, we support this 

proposal.  It would cure the basic inequity of requiring other 

shippers using rail service over the balance of the carrier's 

system to make up deficits on lines of railroad which do not 

pay their way. « 
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Another proposal would permit the Interstate Com- 

merce Cotnmission to authorize another railroad the right 

to operate over an abandoned line and over other lines of 

the abandoning railroad (Section 10 of H.R. 7370, H.R. 7715, 

H.R. 8172, H.R. 8393, and H.R. 8420).  Such a provision 

would encourage the establishment of short lines which could 

operate not only over the abandoned lines, but over other lines 

of the abandoning railroad.  There is no public need for short 

lines to operate over other lines of a trunk-line railroad. 

On the contrary, such operations could only create substan- 

tial operating confusion which would not serve the public 

interest.  For good reason, the Congress has heretofore re- 

frained from giving this power to the Commission, except in 

limited terminal and related areas where that power could 

facilitate coordination of operations (Sec. 3(5) of the 

Interstate Commerce Act).  The proposal here would not serve 

to facilitate efficient service, but rather would interfere 

with efficient service.  For this reason, we oppose this 

proposal. 

Finally, the rail industry believes that the 

regulations of the Interstate Commerce Commission designed 

to implement the abandonment provisions of the 4-R Act are 

not consistent with the provisions of the 4-R Act.  The ad- 

versely affected railroads have brought an action in the U.S. 

Court of Appeals for the Seventh Circuit to have the offending 

regulations set aside,  It is inappropriate, however, to 

bring those issues before this subcommittee until the courts 

have had an opportunity to rule on those issues. 
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Mr. FLORIO. Thank you. 
As part of your testimony, you stated you are reluctant to support 

the proposal to make Federal funds available for lines before the 
Commission has approved abandonment, because you believe it will 
eliminate the incentive to expedite the decisionmaking process. 
Could you please explain why you believe this would occur? It is my 
understanding that the time in which decisions for abandonment 
must be made were very specific in the 4-R Act in light of some of 
the comments of the gentlemen from the ICC. 

Mr. FREEMAN. The reason is, I think, quite simple. Everyone at 
the present time now appreciates, and that is true of the ICC as 
well as shippers and communities, that Federal funds will not flow 
to a line until there is a certificate of convenience and public 
necessity issued, so, at the present time, no one has any incentive to 
delay the process. There are indeed statutory limitations on the 
time which the ICC can take to process a case, and there are 
statutory limitations on the time the subsidy agreement must be 
worked out. Those are outside limits and are still far too long as far 
as we are concerned, and anything that has the impact of encourag- 
ing everyone to move this along and not delay it, we believe, is a 
plus. 

Mr. FLORIO. DO you differ with the suggestion that I made and the 
previous speaker made that, in fact, by waiting until we have 
abandoned a railroad that we are almost certainly pouring money 
into a dead railroad? 

Mr. FREEMAN. I am sorry, sir, I missed the comments because my 
plane was late. 

Mr. FLORIO. I had made the observation that by following the 
existing procedure whereby we have to wait until a line is approved 
for abandonment before considering putting subsidies into the 
railroad for purposes of improving the maintenance and improving 
the line, that by virtue of the abandonment approval carriers start 
going to other railroads, making arrangements for transfer of their 
materials to other lines, we are ensuring the fact that the railroad 
will go under, and it is that much more difficult, if possible, to bring 
the line back, notwithstanding the infusion of Federal funds to 
improve the railroad. 

Mr. FREEMAN. I guess I would have to say I doubt that would be 
the impact, although certainly it is possible. I think at least in the 
part of the country where we live, the 11 Midwestern States in 
which we operate, the plans for abandonment have been so well 
known for so long that if that is the process, it has long since 
occurred. 

Now the situation may be different in other parts of the country, 
but at least in the Midwest, between the Mississippi amd the 
Missouri Rivers, I think that probably would not be the case, 
because the plans for abandonment have been long known. 

Mr. FLORIO. In your statement you state operation of a short-line 
railroad would create substantial operating confusion. Would you 
explain why you believe this confusion would be created? I am not 
sure I understand what the difference is between an operator, other 
than the abandoning railroad being designated by the ICC and the 
normal conditions where a railroad voluntarily grants trackage 
rights to another railroad. 
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Mr. FREEMAN. I will be glad to try. In the case of a voluntary 
trackage rights operation, the railroads are able to coordinate their 
operations on a voluntary basis, and in the contracts that they work 
out, which, of course, are voluntary contracts, they are able to 
provide who shall have priority in the case of conflict, how that will 
work. I might add that doesn't always work very well, but at least 
under a voluntary circumstance there is the opportunity to try to 
foresee problems and work them out on a voluntary basis. 

I might say there is one other significant fact, I think. In those 
cases, the operators, the people operating the trains and maintain- 
ing the right-of-way, are all union people. In the case of the 
authority that would be given to establish short lines in many cases, 
they would be nonunion people, or at least not members of the 
railroad brotherhood, and we could have a very serious conflict over 
labor issues, and that is something we certainly don't need. 

Mr. FLORIO. In your testimony you also state there is no public 
need for short lines to operate over the lines of a trunkline railroad. 
By the fact there is a subsidy being paid for a branch line, would it 
not be true there was a public need for someone to operate over the 
lines, or are you objecting to the operation of short-line railroads, or 
would you agree that the designated operator should alwa3rs be the 
abandoning railroad? 

Mr. FREEMAN. Let me take that in pieces, since there are several 
questions there, if I may. 

To begin with, in the present law there is no subsidy until it has 
been determined that there is no public need for the line, that is, 
the Commission has issued a certificate saying there is no public 
convenience and necessity; therefore, there is no public need. There 
may be a local need. So Congress has said, to cushion the effect on 
the communities arid the shippers, we will make Federal subsidies 
available for a short period of time on a declining basis. The 
railroads didn't seek that legislation, but we accept it as a fact of 
life that there is a need for some kind of cushioning effect. 

We suggested to the Congress, and the Congress put it in the bill, 
but it has not been used at all and has not been encouraged by the 
DOT as yet, that instead of making subsidies avtiilable to the 
railroads, which is an indirect subsidy to the community and 
shippers, make the subsidy directly to the people adversely affected, 
the shippers and the communities. And the law so provides, but 
nothing has been done in that respect. 

So I guess, to begin with, we don't accept the assumption that 
there is a public need. As to the question of once it is determined to 
subsidize the line, are the railroads prepared to accept that subsidy 
and operate, the answer is yes, we are. 

Mr. FLORIO. I have no further questions. 
Mr. RooNEY [PRESIDING]. The Chair must apologize for having had 

to leave. When we originally scheduled these hearings, the House 
was not to meet on Tuesday and Wednesday mornings, but, unfortu- 
nately, the House is meeting on the Agricultural Act of 19*77, and, if 
we continue to operate the way we are operating over there, I am 
afraid the Agricultural Act of 1977 will become the Agricultural Act 
of 1978. 
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Nevertheless, we will be interrupted this morning from time to 
time with votes, so the Qiair must apologize. 

One question, Mr. Freeman. You say, on page 2, "We have been 
disappointed that the Department of Transportation has not en- 
couraged the approach of payments to communities and shippers to 
ease the loss of rail service where that is a cost-effective approach." 

When was that matter discussed with the Secretary of 
Transportation? 

Mr. FREEMAN. They have issued regulations, Mr. Chairman, as 
you provided in the 4-R act. That provided they could issue regiila- 
tions to implement the provisions in the act that direct pa}rments 
could be made to communities and shippers and those regulations 
do no more or barely more than simply recite the act, and the 
Secretary  

Mr. RooNEY. Have you discussed this with the Secretary? 
Mr. FREEMAN. I have not discussed it with him, Mr. Chairman. I 

would hope that this administration might be more interested in 
that subject, but I don't know. There is no evidence of it at the 
moment. 

Mr. RooNEY. Thank you very much. 
Our next witness will be Mr. William G. Mahoney, representing 

the Railway Labor Executives' Association. You may proceed, Mr. 
Mahoney, and would you introduce your colleague for the record? 

STATEMENT OF WILLIAM G. MAHONEY, ATTORNEY, ON BEHALF 
OF THE RAILWAY LABOR EXECUTIVES' ASSOCIATION, ACCOM- 
PANIED BY JAMES R. SNYDER, NATIONAL LEGISLATIVE DIREC- 
TOR, UNITED TRANSPORTATION UNION 

Mr. MAHONEY. I am accompanied this morning, Mr. Chairman, by 
James R. Snyder, the Associate Chairman of the Railway Labor 
Executives' Association Legislative committee and also the National 
Legislative Director of the United Transportation Union. 

My name is William G. Mahoney. I am a partner in the law firm 
of Highsaw, Mahoney & Friedman, with offices in Washington, D.C. 
I appear before you today on behalf of the Railway Labor Execu- 
tives' Association, an association of chief executive officers of all of 
the standard national and international railway labor unions repre- 
senting virtually all of the railroad employees in the United States. 

The unions whose chief executives belong to the RLEA are as 
follows: American Railway Supervisors' Association; American 
Train Dispatchers' Association; Brotherhood of Locomotive Engi- 
neers; Brotherhood of Maintenance of Way Employes; Brotherhood 
of Railroad Signalmen; Brotherhood of Railway, Airline and Steam- 
ship Clerks, Freight Handlers, Express and Station Employes; 
Brotherhood Railway Carmen of the United States and Canada; 
Brotherhood of Sleeping Car Porters; Hotel & Restaurant Employ- 
ees and Bartenders International Union; International Association 
of Machinists and Aerospace Workers; International Brotherhood of 
Boilermakers, Iron Ship Builders, Blacksmiths, Forgers and Help- 
ers; International Brotherhood of Electrical Workers; International 
Brotherhood of Firemen & Oilers; International Organization of 
Masters, Mates & Pilots of America; National Marine Engineers' 
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Beneficial Association; Railroad Yardmasters of America; Railway 
Employes' Dept., AFL-CIO; Seafarers' International Union of North 
America; Sheet Metal Workers' International Association; Trans- 
port Workers Union of America; and United Transportation Union. 

We appear before you today to present the views of the members 
of the RLEA with regard to H.R. 8393, H.R. 8420 and other related 
bills to change the criteria and to extend the period during which 
the Federal Government pajrs 100 percent of the cost of rail service 
assistance programs involving rehabilitation, maintenance, and im- 
provement of rail properties. 

As we know you are most aware, titles III and IV of the Regional 
Rail Reorganization Act were designed and enacted because of the 
imminent threat of economic catastrophe in the northeastern 
United States—to be followed by similar effects throughout the 
country—brought about by the collapse of the Penn Central 
Railroad after the merger. It was emergency legislation, experimen- 
tal in nature, innovative in design. 

Parts of that statute have been implemented effectively and have 
enabled rail service in the Northeast to begin to rebound from what 
had been an almost hopeless operational as well as financial 
situation. 

We proceeded beyond the States of the Northeast with the enact- 
ment of the Railroad Revitalization and Regulatory Reform Act of 
1976. It was hoped that this law would permit a long step to be 
taken toward the revitalization of the railroad industry. I empha- 
size the word industry. We do not believe the Congress was inter- 
ested in making rich the owners and managers of individual rail 
corporations. What was desired was a healthy, viable rail network 
capable of serving our present and future needs. 

One of the methods designed to accomplish this end was the 
creation of the local rail assistance or continuing subsidy program. 
Ideally, this program would permit the railroads to divest them- 
selves of economically marginal or burdensome lines which, how- 
ever, were needed by shippers within the various States. The States 
would be able to take over these lines for the benefit of their 
citizens with substantial assistance from the Federal Grovemment. 

Only rarely is the ideal realized in the real world. It appears from 
the various railroads' designations of lines potentially subject to 
abandonment that the branch lines and even some secondary main 
lines of the private railroad corporations will go the way of the 
passenger train. 

Twenty years ago, the Congress was told that State regulatory 
agencies were thwarting the discontinusmce of uneconomic and 
unneeded passenger trains. It was contended that passenger train 
service resulted in losses to the rail industry of some $600 million or 
$700 million a year. The evidence developed before Congress demon- 
strated that State agencies granted 85 percent of all applications for 
passenger train discontinuance applications. Of the remaining 15 
percent, a small percentage of discontinuance authority was im- 
properly withheld. In order to p>ermit elimination of that small 
percentage of unreasonably burdensome passenger trains, the Con- 
gress enacted section 5 of the Transportation Act of 1958, which 
became section 13a of the Interstate Commerce Act. 
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Described by a U.S. Court of Appeids as "an invitation to the 
railroads to abandon passenger service," section 13a was used to 
that end. 

Passenger trains, which at the enactment of section 13a were 
first-class trains operating at a small profit or on a breakeven basis, 
were deliberately downgraded by the railroads—as the Interstate 
Commerce Commission so found—and passengers were literally 
driven from the use of the rails. Amtrak is the desperate result of 
section 13a. 

Like the local branch line subsidy provisions of the 3-R act, 
section 13a was emergency legislation. However, it was permitted to 
apply to an entire industry without term, destrojring the very thing 
it was designed to save. We fear the branch line subsidy program 
may have the same result. 

As the railroads are encouraged to list more and more lines 
subject to abandonment, as the States become more and more 
desperate to retain service for their citizens, as the Federal subsi- 
dies eventually wane, what will be the result? Surely, not a Federal 
branch and secondary main line corporation patterned after 
Amtrak or ConRail. Perhaps, hundreds upon hundreds of short-line 
railroads will be created, operated by so-called designated operators 
who under the rules set up by the Commission have virtually free 
entry and exit privileges. 

The local rail assistance program in the Northeast and Midwest 
has resulted in the creation of numerous short-line railroad oper- 
ations, particularly in the States of Indiana. Pennsylvania, Michi- 
gan, Maryland and New York. A major problem with these oper- 
ations is that they are performed under special designated operator 
certificates issued by the Interstate Commerce Commission. In 
March 1976, the Commission decided it was too much trouble to 
require designated operators to meet the requirements of a certifi- 
cate of public convenience and necessity to operate a railroad and 
provided virtual instant authority to operate the short-line seg- 
ments as designated operators. 

One of the great problems presented by this situation is the 
uncertainty of the continued existence of any particular short line. 
Presumably, the designated operator can cease operations as sum- 
marily as he began them. 

The railway labor organizations are convinced that the 3-R plan 
should not be extended throughout the United States. There are 
several reasons for this: First, unlike the situation in the Northeast, 
there is no similar railroad emeregency in the nation generally; 
second, many Stetes would be virtually stripped of effective rail 
service in summary fashion; third, the protections available to 
employees to counter in some part the effects of the Northeast 
abandonment program are not present in the 4-R act—indeed, 
present indications are that the Commission will join with railroad 
managements in providing the employees with effectively less pro- 
tection than provided by Congress in the 4-R act, which means 
months or years of litigation during which individual employees 
will not be protected; fourth, and finally, the present and continu- 
ing crisis the world faces in the diminution of fossil fuel reserves 
makes imperative the preservation, where at all possible, of the 
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most fuel-efficient mode of transport available today or in the 
foreseeable future—railroad transportation. Destruction of the 
means of serving most of the areas of this country by rail at this 
time within full view of this fuel crisis would, we respectfully 
submit, be irresponsible in the extreme. A way must be found to 
preserve the rail network since it must eventually be restored to its 
position as our prime means of transportation. 

H.R. 8393 and H.R. 8420 would extend the 100 percent local rail 
subsidies. The RLEA supports such extension because without it 
there will be destroyed hundreds upon hundreds of miles of track 
that may be needed by only a few now, but may well be vital to this 
nation's future transportation requirements. We are only buying 
time with these provisions, but such time is essential if we are to 
find a permanent solution to the branch line dilemma. 

The RLEA supports sections 8 and 8 of these bills, which would 
require Federal financial assistance to be used to improve track to 
the class II level of maintenance, that is, to a level which would 
transport safely a train at speeds up to 25 miles per hour. Certainly, 
it makes little sense to spend our tax dollars on rail line mainte- 
nance unless the rehabilitated line will be a useful part of our rail 
network. The class II level is the minimum useful level for a 
railroad line. 

The RLEA would be agreeable to the enactment of H.R. 8393 or 
H.R. 8420 with, perhaps, a slight preference for H.R. 8393, as it 
would provide a subsidy extended a bit beyond that provided by 
H.R. 8420. The RLEA support of these bills is somewhat reluctant 
because it is becoming daily more apparent to each of its members 
that the 4-R act is not being directed toward revitalizing our rail 
network, but toward decimating it in the hope that that which 
remains will be financially viable and of some service to the nation. 

We believe much care is needed in resolving this most complex 
and vital problem. We cannot afford to lose our branch lines as we 
lost our passenger trains. However, we are losing them as the 
railroads now rid themselves of branch lines as they once rid 
themselves of passenger trains. Will such lines survive as State—or 
designated operator—operated short lines? Probably not. The an- 
swer will be difficult to find. But it must be found. 

Thank you. 
Mr. RooNEY. Thank you very much, Mr. Mahoney, for that fine 

statement. 
Th Chair will now declare a 5-minute recess. Mr. Florio will be 

back and continue. I will leave questions for him to ask you, and I 
will try to get back as quickly as I can. 

[Brief recess.] 
Mr. FLORIO [PRESIDING]. The Chairman has asked me to continue 

with what appears to be my assigned role this morning of asking 
questions relative to testimony I don't hear. 

I read a portion of your testimony before I left, so I will ask 
questions relative to that which I did hear. 

You state that you are convinced that the 3-R plan shold not 
extend throughout the United States. I am not clear as to what you 
mean by this as the 4-R act did extend the program to the remain- 
der of the country outside of the Northeast-Midwest region. 
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Mr. MAHONEY. What I meant by that, Mr. Florio, is that in the 
Northeast the situation was so bad that we permitted or Congress 
permitted, those railroads to abandon lines very freely as a result of 
the study by the USRA, and thousands of miles of lines were agreed 
to be taJien off the map. 

I am afraid that what we are heading for in the rest of the 
country is precisely the same thing. By freeing up the abandonment 
provision, by making it easier to abandon, by setting up a situation 
in which we will subsidize lines that may be potentially abandoned, 
the railroads could be encouraged to put up all the branch lines of 
the United States like they once did the passenger trains of the 
United States to get rid of them. 

As long as they have a means of saying they will be taken care of 
because public moneys will come in and these lines will be subsi- 
dized, they can get out from under. They can give them to a short- 
line operator and let him operate, and perhaps go down the tubes. 
The railroads couldn't care less after they get ridf of the lines. They 
will then have only the main-line, high-income, profitable lines to 
operate, which would be great for them as corporations. I don't 
think it will be very good for the country, because all of the rest of 
the lines would be subject to the whim of the State and the Federal 
Government in terms of subsidy. 

Mr. FLORIO. Let me play the devil's advocate. Assuming that the 
procedures on line for evaluating abandonments is a good procedure 
that does, in fact, designate lines for abandonment that are appro- 
priately to be abandoned, and that the rationale for the procedure 
is to make sure that what is left is going to be a viable transporta- 
tion system that serves the needs of the people as well as the 
employees of the system; therefore, wouldn't it be in the interest of 
the rest of the nation as opposed to just the Northeast in order to 
ensure that we continue having a sj^tem that is meat rather than 
fat, that we have a 8)r8tem whereby there is going to be some 
Federal participation or governmental participation in providing 
those branch lines that may not be able to make it as part of a 
viable system but have some value, to provide them with the 
financial assistance to allow them to continue, and the ultimate 
outcome of probably strengthening the rail system across the 
country? 

Mr. MAHONEY. There is no question you are correct if we can 
assume that the lines that are listed should be abandoned and there 
is nothing that you can do about it, and, assume further, the only 
way these lines can or should be continued, even if part of the rail 
system, is through a subsidy program. 

Mr. FLORIO. YOU are putting into question the whole process 
whereby lines are being listed for abandonment? 

Mr. MAHONEY. That is correct. It is not just those being listed for 
abandonment. The railroads are encouraged to put more up for 
abandonment, perhaps do as they did with the passenger trains, 
downgrade the service so they can get rid of them because they are 
not making enough on line A when they can put the money in line 
B, where they can get more return on the dollar. This is what 
happened with the passenger service, and that is what I compare it 
to. 
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I think there is an identical parallel with what the railroads did 
deliberately to the passenger service in this country and what they 
might be encouraged to do through branch-line abandonment or 
subsidization programs; that is, actually be encouraged to take lines 
that are now profitable lines and downgrade them servicewise to 
the point where they would no longer be profitable, put them up for 
abtmdonment and let the government take care of it. They could 
care less about it; let them take their money and put it into 
something more profitable. That is what I am concerned about, and 
that is where we may be heading. 

You will recall, Mr. Florio, when the 4-R act was before the 
C!ongress, I think then Secretary Coleman made a suggestion that 
what he was really interested in was a mainline railroad system 
consisting of a few lines east and west and a few north and south, 
and I think that is where we are heading with this now. 

Mr. FiORio. You obviously don't feel that is a desirable direction 
to go? 

Mr. MAHONEY. No, because one of the things that will happen is 
that one of these days we will find that we will be using tons and 
tons and tons of diesel fuel and gasoline that we shouldn't have to 
be using; we are going to run out of it, and the railroad which uses 
so much less fuel and is much more easily converted to coal, as a 
matter of fact, won't be serving anything, except main terminal 
points. 

Mr. FLORIO. YOU don't see, then, a future in the railroad system 
which has mainline railroads that operate in conjunction with 
branch-line subsidy systems, notwithstanding the previous speak- 
er's objections to trackage rights that are either partially or en- 
tirely subsidized by combinations of Federal Government, State 
government, maybe carrier associations? 

Mr. MAHONEY. That is probably what would happen. I don't think 
it should. I think what we should try to do is to keep a rail system 
within the private enterprise economic system, because I can't see a 
practical way of having a federally-maintained, and that is basically 
what it would be, branch-line and secondary mainline systems in 
this country which would complement or supplement a privately- 
owned mainline railroad system. I just don't think that would work. 
Eventually, one or the other would break down, and I think that 
probably would cause the nationalization of the railroads. 

Mr. FLORIO. And your thoughts on that? 
Mr. MAHONEY. I am against it. 
Mr. FLORIO. For the record, I have introduced legislation that is 

designed to inquire into the feasibility of that. We have talked 
about it for years and years. I think it is appropriate that we find a 
good list of the reasons for and against rather than just discussing it 
in a vacuum, that we have a specific indication as a result of 
hopefully a comprehensive definitive study as to the liabilities and 
the assets of proposing that, and hopefully we will get some infor- 
mation on that subject. 

Mr. MAHONEY. AS I say, I am against nationalization. I think such 
a study should be made, and, who knows, it may turn out that 
nationalization is what we should have, that it is the only feasible 
alternative left to us and is down the road somewhere, and we 
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might as well get to it now rather than later. I hope that isn't the 
case. 

Mr. FLORIO. I share your views. 
You state that one of the reasons for not wanting to extend the 

program is the continuing crisis the world faces with regard to fossil 
fuel reserves, and so on. 

Are you referring to the possibility of abandoning branch lines 
which connect with non-operating coal mines? Isn't it true that the 
4-R act already provides for banking such branch lines? 

Mr. MAHONEY. No. What I meant there, is that many of these 
branch lines, and secondary mains serve substantial economic 
areas, relatively large cities with industry. If we remove the branch 
lines from all of these places, you are going to have to increase the 
truck traffic. That is what I meant. 

Mr. FLORIO. Do you see any implications with regard to abandon- 
ment in the field of greater coal usage? A number of publications 
have indicated that co£il, in a sense, is the hope of the railroad 
industry in the next number of years, and abandonment of lines 
that perhaps have not been as highly trafficked as they could be, 
because of the reduction in coal production over the last number of 
years, as contrasted with the new emphasis on coal production as a 
result of the Carter administration policies, may very well result in 
the need for reevaluation as to some of those lines viability if, in 
fact, we are going to restore coal production to a new and important 
place in our nation's economy. 

Mr. MAHONEY. I think that is correct. Anytime you have a 
situation in which business may increase substantially over the line 
because of increased industry use of that line, you should take a 
long look at that and see whether it should be abandoned, or 
whether you should take extra efforts to hold on to it. 

Mr. FLORIO. I thank you. 
Mr. RooNEY [PRESIDING]. Mr. Mahoney, you were talking, when I 

went out, about short lines, and I believe the AAR testified they are 
taking the same position you are taking. Is that correct? 

Mr. MAHONEY. I sun not sure I heard you. 
Mr. RooNEY. The AAR is taking the same position on the short 

lines as you are. Is that correct? 
Mr. MAHONEY. I am not sure of that. I don't know what their 

position is on the short lines. I am not sure I heard all of it when I 
was in the back of the room. I know they are against certain 
authority that the Commission would be given under the pending 
bills, which we support in this particular case. In 8393, for example, 
of conditioning an abandonment, when another purchaser is going 
to buy it, on that purchaser being able to have trackage rights 
within the State of that abandoned line over the owning railroad, 
that is, the railroad that is seeking abandonment. 

We support that, and I understand AAR is against it. As to the 
designated operators' position, I am not sure what their position is. 

Mr. FLORIO. Mr. Chairman, I think the concern was that with 
some of the short lines, the anticipation was labor disputes with 
regard to gramting trackage rights on the abandoned lines by the 
operators of the abandoned lines onto short-line railroads, anticipat- 
ing labor disputes, and the representation was made that no one 



105 

needs labor disputes, and therefore the position that was taken was 
in opposition to the provisions in some of these bills that would talk 
about granting trackage rights to abandoned line operators. 

Mr. MAHONEY. I think Mr. Snyder might answer that question. 
Mr. SNYDER. I think what he referred to—this is a problem that 

[)resented itself to the States, and we have discussed the proposed 
egislation of the States—was the New Hampshire problem. As to 

the protection, certainly our position is very clear on this for the 
employees. We think that the contract and the work should follow 
the employees of the railroad brotherhoods in this position, and we 
think it is a more peaceful operation in that way, and it is more 
valid for the railroad industry to do this and to follow this type of 
pattern which it has not followed. 

This is of great concern to us, particularly in the Northeast, some 
of the ham operators picking up pieces of track here with inexperi- 
enced personnel and reduced sizes of crews and that type of oper- 
ation. It does not provide real good service or a safe operation. 

Mr. MAHONEY. There would be any problem, I might mention, 
that came to mind as Mr. Snyder was speaking. That is where you 
have a trackage right situation, where railroad A is going to go over 
the tracks of railroad B, there are agreements permitting the 
employees of railroad B to operate the trains of railroad A when 
those trains are going over its tracks. 

Now, if you were to bring on railroad A, we will say the type of 
operation described by Mr. Snyder, onto the tracks of railroad B, it 
is quite possible these people wouldn't know the rules of the road—I 
am talking about the safety rules, not the union working rules, but 
the safety rules of the road—that they are operating over. They 
might well be extremely inexperienced people that would know 
their 3 or 4 or 5 miles of branch line, but that is all. So there would 
be some serious safety problems. 

They could be worked out, I think, if the interchange was made 
with the cars and the crews at the point where railroads A and B 
meet. Other than that, you might have safety problems as well as 
labor problems. 

Mr. FLORIO. If I could proceed, certainly those are problems, but it 
seems to me that the problems that could be raised hopefully could 
be resolved in the countervailing social significance of granting 
trackage rights. You would be giving to the abandoned railroad that 
is being subsidized a much greater opportunity of ultimately becom- 
ing profitable and ultimately becoming viable, which is desirable, 
rather than restricting it to the abandoned line which, by defini- 
tion, was a line that had problems before that. So enhancing the 
possibility of the scope of the railroad tramsportation system seems 
to me desirable as long as the problems that you enumerate in 
terms of safety and labor problems can be resolved, but I think just 
because there are potential problems should not be an argument to 
discourage the use of track£ige rights to expand the opportunities to 
make the system into a better system. 

Mr. MAHONEY. AS long as the problems are resolvable, I agree. 
Mr. ROONEY. The gentleman from West Virginia, Mr. Staggers. 
Mr. STAGGERS. Thank you, Mr. Chairman. 
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First, I want to say thanks to you and to the committee for 
having these hearings. I think they are very important to the whole 
nation and to the railroad industry. 

I am delighted Mr. Mahoney and Mr. Snyder are here to give 
their testimony, and thank all who have appeared before. 

I am a strong supporter of this legislation for the bill. I am a co- 
sponsor of both H.R. 8393 and H.R. 6739. I think this legislation is 
haghly desirable. I think that if we don't enact it, a lot of branch 
lines that are essential to industry in this nation will be abandoned. 
I have one in particular in my district where new industry came in 
and put up a $1.5 million plant on the strength of the fact that 
these branch lines will be kept running. Another industry is moving 
in, starting construction in October or November. We have several 
industries already on that line, and the railroad wants to abandon 
that line smd has filed a petition with the ICC to abandon it. 

I think this type of action is completely contrary to and against 
the principles under which the railroads got their licenses and 
permits in the first place. Certainly they ought not to do this. This 
railroad might not be making a profit, but if it isn't, it is not losing 
very much. If it is losing, it is the fault of the railroad, itself. They 
have not done anything in the past 12 to 15 years to improve the 
tracks at all. They have let them run down so they can only make 
10 miles an hour over the whole system, and they can't use large 
cars at all. They can use only 80-ton cars, and not 100-ton cars, 
which several of the industries would prefer for reasons of economy. 
The railroad has also let the bridges run down. 

This general picture for the branch lines begins to look a little 
like it was with passenger service, that the railroads just let it go to 
pot; they didn't want it because maybe it wasn't profitable. They 
only took the profitable lines. They got the permit to run because 
the Federal Government helped to start with. The Federal Govern- 
ment still has a strong interest in what the railroads are doing, and 
I think this is a very necessary bill. We should give the States an 
opportunity to participate to the fullest advantage in securing local 
rail service and a lot of them didn't have that opportunity last year. 

So I think the renewal of this program, Mr. Chairman, is highly 
appropriate. Again I want to say thanks to all of you for having the 
hearings. I think it is important to a great segment of America, not 
just my segment, but all over America. 

Mr. SNYDER. Mr. Chairman, could I make just a short comment 
here? I do appreciate being here on behalf of the railroad brother- 
hoods today. On several occasions in the past several years, it has 
been my privilege to sit down with members of this committee, both 
of the chairmen, Mr. Staggers and Mr. Rooney, and other members 
of the committee, as to this problem of the branch lines in this 
country. 

As Mr. Mahoney pointed out here very adequately, the 1958 
Transportation Act was a disaster for this country. It was unfortu- 
nate you were not chairman of the committee at that time, Mr. 
Staggers, nor you, Mr. Rooney. I don't think we would have had the 
burden of the taxpayers today paying for the cost of Amtrak, 
because the record showed then that, as has been pointed out here 
in testimony by Mr. Mahoney, certainly we do not want to go down 
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this same path with approximately 70,000 miles of track in this 
country, perhaps the railroads, as we understand, a lot of them 
would like to get rid of. It affects our entire rail system. 

For example, in the Midwest out here, they are having hearings 
on the Senate side out there, the chairman of the Subcommittee on 
Agriculture, as to how it affects the farmers and all. With the 
Midwest States, like Kansas, where Mr. Skubitz comes from, Iowa, 
Minnesota, where half of the rail mileage in a State is branch line, 
it is very important. We support the whole concept. We think this 
ties in with the present administration's energy program. It has 
been pointed out, and you have seen it on television, I am sure, in 
the State of Pennsylvania, the Chairman's State up there, where it 
takes over 8 hours to go 36 miles strictly on a coal-carrying branch 
line. This is ridiculous. I think this legislation will prevent a lot of 
that. 

It is certainly our intention here to support this type of legisla- 
tion and work with this committee whether the railroad wants it or 
not. I think they are playing a game here. They want to get rid of 
most of these lines, but I don't think the Congress should let them. I 
think provision should be made for it, and we stand ready to do this 
and provide work for the railroad employees where they are enti- 
tled to it. 

Thank you very much. 
Mr. RooNEY. Ms. Mikulski. 
Ms. MIKULSKI. Mr. Chairman, I would like to associate myself 

with the remarks of Congressman Thomas Evans, particularly in 
support of H.R. 8225, which the committee will be considering, 
because of its tremendous impact on the Delmarva Peninsula. 
Maryland is, as you know, not only a State with big cities in it, but 
an agricultural State, a seafood State, and we need our shipping. It 
is my opinion, in light of the present energy crisis, that rail in this 
coimtry should be upgraded and maintained. I think we need it for 
national security. I think we need it for environmental £uid employ- 
ment purposes. 

I am glad this legislation is being considered today, and I am 
happy to lend my support Euid be associated with it. 

Mr. RooNEY. 'Thank you. 
I have one final question. Since the passage of the 4-R act, have 

many short lines come into existence? 
Mr. MAHONEY. I don't know the number, but in the States I 

mentioned in my testimony there have been quite a few. Pennsylva- 
nia had a number of them. There are two, three or four now going 
into Michigan. These gentlemen sitting behind me who follow me to 
the stand here, I am sure would have the statistics on that coming 
from the stat^. 

Mr. RooNEY. Thank you very much, gentlemen. We appreciate 
your testimony. 

Mr. MAHONEY. Thank you, Mr. Chairman. 
Mr. RooNEY. Our next witnesses will be a panel. The panel will 

consist of Mr. Killoran, Mr. Metz, Mr. Kassel, Mr. Bivens, and Mr. 
McCarthy. 

S1-M4 O - 78 - 8 
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STATEMENTS OF PETER J. METZ, ASSISTANT SECRETARY, EXECU- 
TIVE OFFICE OF TRANSPORTATION & CONSTRUCTION, COM- 
MONWEALTH OF MASSACHUSETTS; JOHN A. BIVENS, ASSISTANT 
DIRECTOR, ARIZONA DEPARTMENT OF TRANSPORTATION; RAY- 
MOND L. KASSEL, DEPUTY DIRECTOR, IOWA DEPARTMENT OF 
TRANSPORTATION; JOHN P. KILLORAN, DIRECTOR, WEST VIR- 
GINIA RAILROAD MAINTENANCE AUTHORITY, AND KEVIN B. MC 
CARTHY, FIRST ASSISTANT CHIEF COUNSEL, ILLINOIS DEPART- 
MENT OF TRANSPORTATION 

The Chair recognizes the gentleman from West Virginia, Mr. 
Staggers. 

Mr. STAGGERS. Thank you, Mr. Chairman. I appreciate your 
yielding to me to introduce the gentleman from West Virginia, Mr. 
Killoran, because he is the Director of the West Virginia Railroad 
Maintenance Authority and has a tremendous responsibility not 
only for our part of the State but the whole State. We have 
different segments of the State in which the railroads are trying to 
abemdon some of the lines which would certainly hurt industry a 
great deal, to the point where a lot of it would probably have to 
close. Some companies have said they would move if some of these 
branch lines are dispensed with, and those industries would prob- 
ably move to some other State. 

&)me of them would close down, and those that did not would 
have to use trucks, consiuning a lot more energy and gasoline, and 
clogging up the roads. I just think it would be a great mistake. 

I want to welcome you here in behalf of the State of West 
Virginia, because I know what you have to say will reflect some of 
the questions across the nation. As for the rest of the panel with 
you, I am sure that the Chstirman will introduce all of them. I am 
happy they are here, too, showing the interest of their States. The 
problem facing us is not peculiar to West Virginia; it is a national 
problem. Mr. Chairman, thank you. 

Mr. RoONEY. Thank you, Mr. Chairman. 
You may proceed, gentlemen, in any manner which you feel is 

proper. 

STATEMENT OF PETER J. METZ 

Mr. METZ. Thank you. I am Peter Metz, Aassistant Secretary for 
Transportation for Massachusetts, and this panel is here on behalf 
of all of the States' transportation departments administering rail 
programs. 

I would like to more formally introduce them to you, if I may. 
We are constituted, as you know, as the National Conference of 

State Rail Officials. Ordinarily we would have our executive direc- 
tor here, but he could not make it today, unfortunately. 

On my left is John Bivens; John is Assistant Director of the 
Arizona Department of Transportation, and with me as co-chair- 
man of the National Conference of State Rail Officials. 

You have met John Killorsm, the Executive Director of the West 
Virginia Railroad Maintenance Authority. Next to him is Mr. 
Raymond Kassel, Deputy Director of the Iowa Department of Trans- 
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portation, and accompanying us is Keven McCarthy, the First 
Assistant Chief Counsel for the Illinois Department of Transporta- 
tion and Chairman of our Legislative Committee. 

Mr. Chairman, we are very pleased to be able to testify before the 
committee today. We are very happy that you are holding this 
hearing. We think it is especially fortunate. The number of bills 
that are before you are bills that we have reviewed as closely as we 
can, and we are pleased very much with the direction and trend of 
things. 

Unfortunately, we do not have formal prepared testimony. As you 
probably understand, it is difficult for States to get together, and 
several of the bills we have only seen in the last couple of days. So 
we will be submitting a formal statement to you after our testimony 
today. 

But I must point out the most recent bills, the one sponsored by 
yourself and the Chairman and the ones that have come out 
recently, seem to be getting better and better, so we want to 
encourage the committee in its work, and I hope we can help you 
with the work this morning in our testimony. 

I would like to begin our testimony by briefly touching on the 
items that we think are important in this legislation. First, I must 
say that our perspective in this comes from the fact we are in our 
second year in the Northeast and Midwest of operating programs 
designed to save branch lines. In the rest of the country the States 
have been getting underway their planning efforts to respond to the 
4-R act, and we bring to you some of the lessons we have learned 
and a sense of frustration. I think both things have played a key 
role in the bills. 

We need to change some elements of the program based on 
lessons we have learned and extend some elements of the program, 
because the programs have been slow in getting off the ground. In 
particular, we are in support of changing the annual program years 
around to fiscal years. This would simply rationalize our planning 
£md rationalize the administration. 

We are in strong support of extension of the 100 percent Federal 
assistance, including those for passenger service on commuter terri- 
tories in the Northeast. As I mentioned, most of the programs have 
gotten to a slow start, and those items, planning, in particular, in 
the West and South and rehabilitation and maintenance in the 
Northwest and Midwest, which we had expected to get underway in 
the first year, have not gotten underway in the first year. So that 
extension of 100 percent authority is important to us. We are in 
support of the provisions which define project eligibility as deter- 
mined by the date of initiation. That is very important for rational 
planning and for budgetary planning and is a clarification we badly 
need in our dealings with the Federal Railroad Administration. 

We are in support of the provisions which provide for multi-year 
carryover of in-kind benefits such as shipper contributions and 
other State services to match the Federal share. That multi-year 
carryover would help us considerably in our program. 

We are in support of the provisions which better define the 
Federal-State relationship and the authority of the States and 
clearly give to the States some considerable flexibility in determin- 
ing a program that best meets local and State needs. 
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We are in support of the provisions which provide assistance to 
deal with branch lines prior to their reaching abandonment. This is 
one of the most important lessons I think the States have learned, 
that if we wait until abandonment, many lines are lost, and many 
of the untoward economic impacts that we are trying to avoid have 
already occurred. We really must be able to deal with lines before 
they reach abandonment. 

We are in support of the trackage rights authority to the ICC for 
dealing with branch-line abandonments and substitute carriers that 
you have already engaged in some considerable discussion of this 
morning. 

We are also in very strong support of the provisions allowing for 
multi-State cooperation that Ms. Mikulski and Representative Ev- 
ans have spoken about. We are in support of extending the time 
period for planning funds and the amount of funds for planning 
that is very necessary for the States to develop rational programs, 
and continuity of planning is particularly important to us. 

We have had considerable concern about the level of rehabilita- 
tion and maintenance we would go to, and we are pleased to see 
that the committee is addressing the concept of allowing, perhaps 
mandating, class II level of rehabilitation. The States generally feel 
that class I, the lO-mile-an-hour standard, is insufficient for the 
type of project we are undertaking. 

In that vein, I point out that the States are generally trying to 
use this program not for the purposes that some apparently con- 
ceived of it, which is a program to let down softly the impact of 
abandonment; rather, the States are trying to resuscitate lines that 
have been long neglected by railroads, and, in fact, we are engaging 
in what we consider to be primarily an economic development and 
economic revitalization program with the rail assistance programs 
under the 3-R and 4-R acts. 

For instance, we bit, in the Northeast and Midwest, the hard 
bullet in the beginning and have only chosen to continue about half 
the lines that were available for subsidy and concentrate our 
resources on the other half, where we thought there was a good 
chance of returning those lines to a solid status as contributors to 
the rail system and permanent contractors to our local economy. 
For that reason we need to do very adequate level of rehabilitation. 

There is one other issue that I would bring to the committee's 
attention, which has not been addressed in any of the bills so far, 
and perhaps it is not appropriate this year, and perhaps it is, but I 
want to recommend it to the committee's attention. We see that 
most of the other Federal assistance programs for transportation 
are either now zeroed in or are zeroing in on 80 percent funding 
level. We think this may be appropriate as the long-term funding 
level for the State rail assistaiice program as well. 

I would also like to point out one thing that the States have a 
grave concern about, and while it has not yet surfaced in the House, 
we see it in the Senate, and that is a proposal to in fact make 
abandonment easier and to give the railroads considerable more 
flexibility for abandonment emd make abandonment happen faster. 
We don't think that is appropriate and think it is 
counterproductive, and we must oppose it. 
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With that, Mr. Chairman, I would like to turn to Mr. Bivens, so 
he may bring you a western perspective. 

Mr. RooNEY. Before we get to Mr. Bivens, I have to leave here in 
10 minutes. I want to ask any one of the five panelists a question. 

One of the reasons given to justifying the extension of the 100 
percent Federal participation in the subsidy program is the fact 
that the program was extremely slow in getting started the first 
year. Is it not true that some of this fault also lies with a number of 
individual States? 

It is my understanding that some of the States were late in 
getting their State railway plan to the FRA, which is a prerequisite 
for receiving assistance, and I wonder if you gentlemen would 
explain why the States delayed in submitting their plans? 

You tell me there is great cooperation between the States, so can 
you tell me why the States couldn't get these plans forward? 

Mr. METZ. There is a 2-part answer to that, and I will try the first 
part, if I may. 

In the Midwest and Northeast, the States had the plans in pretty 
much on time, and the problem with getting rehabilitation under- 
way in the first year was not with State rail planning but more a 
problem as the gentleman from ICC addressed, getting leases with 
Penn Central and some Federal bureaucracy. 

The problem you allude to on State r£iil plans is the problem that 
the Western and Southern States are facing, but there is a different 
perspective on it. I think Mr. Bivens can answer it. 

Mr. BrvENS. I would be pleased to answer that particular ques- 
tion, because it has been very frustrating from our standpoint in 
the State of Arizona and all of the Western States, frankly—the 
preparation of a planning work statement that determines what it 
is that we are going to develop in terms of the plans. This one 
happens to be from Kentucky, and it is that level of frustration in 
terms of developing the program. 

As you know, the 4-R act was passed in February of 1976. We 
were promised at a spring meeting in Springfield, Illinois—the 
National Conference got together, and I think the month was 
April—we were promised that regulations guiding the program 
would be out in May. We received those regulations in August of 
1976. 

From my State we submitted an application for a planning grant 
in November of 1976, and I received my funds in July of 1977. So it 
is almost impossible in terms of that land of effort to carry forth a 
program. We have gone ahead with the State planning effort. We 
have a plan that is developed. We are going to public hearing 
shortly on it and will be submitting it to FRA. But with those kinds 
of year-and-a-half-to-2-1/2-year delays in terms of getting the funds 
out to the States to do an effective job, it is impossible for us to get 
on with the job that is necessary to be done in terms of actually 
rehabilitating and improving lines in terms of that service. 

Mr. METTZ. Basically the problem is the States have not been able 
to get their hands on the 100 percent Federal funds to start their 
planning efforts. You can't get other projects underway until the 
plan is in. 



112 

Mr. KiLLORAN. Mr. Chairman, an additional problem: I know in 
our case we made submission of our phase 2 State rail plans in the 
Northern States and went 5-1/2 months before any comment was 
received back from the Department of Transportation. 

Mr. RooNEY. When did you submit it? 
Mr. KiLLORAN. We submitted our plan—this is the first time 

around—we submitted it in March of 1976; in August of 1976 they 
came back and said the plan was deficient. We had to go back and 
start over again from home plate to get around the bases again, and 
at this point we have not submitted a final plan. We are submitting 
that final plan this month or early August. I would subscribe it was 
not a financial problem, but a problem in the time it took to turn 
around comments; that went 5 months, 2 months; these add up to a 
lot of time. We moved as fast as we could, based on getting a 
reaction from those who must approve the plan. 

Mr. RooNEY. There has been some talk about the abandonments 
with respect to ConRail. Does anybody want to comment on that? I 
understand there is some talk in the Commonwealth of Massachu- 
setts with respect to ConRail abandonments. 

Mr. METZ. Mr. Chairman, there is a grave concern now over all of 
the Northeast and Midwest States served by ConRail about their 
apparently building abandonment plans. We have received a list of 
some 2,900 miles of their system, nearly a fifth of the system that is 
under study. While they maintain it is not under study, but being 
screened, it is under study. We have met with them, smd they have 
described it, and it is under study. 

Apparently we will receive the first study sometime in late 
September and have a month to comment before they make final 
decisions. They appear to be moving headlong toward a sizeable 
abandonment program, and it has us all very much alarmed. We do 
not think this is the appropriate time for ConRail to begin abandon- 
ment. In fact, our view is that ConRail was charged with saving the 
rail system and not preparing more for abandonment. The level of 
effort that ConRail has put in, from our point of view, on many 
lines they now have under analysis, the level of effort they put in 
the last year and a half has not been the kind of effort that would 
save a line. In fact, they are concentrating most resources on the 
main lines and doing little about the branch lines. They still know 
very little about their branch lines. 

The administration of branch lines under the State assistance 
program that we are getting from ConRail is not adequate. There is 
no greater level of efforts on their own branch lines. We think it is 
entirely inappropriate that ConRail would be considering massive 
abandonments at this point. Generally the State point of view is 
that once the 2-year prohibition against abandonment in the 3-R act 
is lifted, that ConRail should be allowed to abandon only those lines 
where it has demonstrated that it has tried hard to save them, and 
the case is clearly against the need to continue service. 

Mr. RooNEY. Thank you very much. 
Now you may proceed. 

STATEMENT OF JOHN A. BIVENS 

Mr. BrvENS. I, too, want to thank you, coming from the State of 
Arizona and the western region, for the opportunity to be with you. 
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I think you have a copy of my prepared testimony, and I would 
appreciate it if that could be entered into the record. 

Mr. FLORIO [PRESIDING]. Without objection, it is so ordered. 
Mr. BivENS. Thank you. I would like to summarize and make a 

couple of additional comments in relationship to the program from 
a western perspective. 

We also favor the extension of the 100 percent year, and I think I 
have mentioned part of our reason for asking for that extension. 
The delays we have encountered have been, in part, a State respon- 
sibility, too, because we have been caught with the responsibility of 
trying to find appropriate rail officials who can work at the State 
level and to get our State legislatures and legislators, themselves, 
all geared up in terms of this type of a program. That has teiken em 
educational job on our part to deal with that effort. 

In addition to that, we are very much concerned about the 
current situation in the 4-R act as it pertains to the requirement for 
abandonment prior to being made eligible for utilization of rail 
assistance funds. 

This seems to me that this is a self-fulfilling prophecy, and we 
have experienced in the West railroads that are interested in 
minimum line abandonment. We don't face the same degree nor 
severity of line abandonments that are faced in the Northeast and 
parts of the Midwest, at least, in the Far West we don't face that, 
but at the same time we do have other kinds of problems, and we 
are concerned about industrial development and marginal lines and 
protecting the investment that the private sector is making along 
those marginal lines and in terms of utilizing rail services, and 
therefore we strongly support the approach toward potentially 
subject to abandonment of lines as the criteria associated with this 
program. 

In addition to that effort, we would certainly support our friends 
from Delaware and Maryland in terms of the ability for States to 
get together and to share their entitlement funds in terms of this 
effort. But we in the Western States would like to see that extended 
on a national basis, and this is going to be particularly important as 
we see this program moving forth with a 1 percent minimum for 
each State, and this is particularly true as it relates to coal trains 
and unit coal trains that are terribly important in States like 
Colorado and Wyoming, that cross multi-State areas, and we do 
have branch-line problems associated with some of those programs, 
and we think that makes a lot of sense in terms of a total national 
energy problem. 

I would also plead with you for substantial flexibility in terms of 
this program, and we think we have some in the 4-R act, but in the 
proposed legislation before you, we see increased flexibility on the 
part of the States, and we certainly support that. Let me cite an 
example. Within our region we have a State like South Dakota in 
which 52 percent of their lines are potentially available for aban- 
donment, and we have a state Uke the State of Nevada that has 6 
miles of railroad lines, and the problems that these two States and 
others in the United States, as a whole—if we are going to have a 
strong rail program, we must have some flexibility of dealing with 
those programs of States being able to get together and individual 
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States reaching their own individual decisions in terms of how to 
deal with particular problems that are peculiar to them alone. 

I would like to summarize my pitch by telling you that we are 
very supportive of your efforts. We appreciate very much the far- 
sighted approach that you are using in terms of your legislation and 
the revisions to the legislation. We are all relatively new from a 
State standpoint in terms of dealing with the problems of State 
relatgionships with the Federal Railway Administration and with 
the railroads, themselves. We think we are learning. We think we 
are staffed up and the States have a let's-get-on-with-it attitude, and 
we are anxious to carry out your intent in whatever way possible. 
We appreciate your support on that. 

[Mr. Bivens' prepared statement follows:j^ 
TESTIMONY OF 

JOHN A. BIVENS. JR., ASSISTANT DIRECTOR 
ARIZONA DEPARTMENT OF TRANSPORTATION 

ON THE 
STATE RAIL FREIGHT ASSISTANCE ACT OF 1977 

BEFORE THE COfMITTEE ON INTERSTATE AND FOREIGN COMMERCE 

Gentlemen: 

I am John A. Bivens. Jr., Assistant Director. Arizona Department of 

Transportation In Phoenix. Arizona where I head the Transportation Planning 

Division,    r^y responsibilities with the Department include the development 

of Arizona's Statewide Transportation Systems Plan for all modes of trans- 

portation Including railroads, highways, aeronautics, and public transit. 

I sincerely appreciate the honor of appearing before you today to discuss 

the State Rail Freight Assistance Act of 1977 and the existing programs 

which vitally affect each American. 

In addition to my responsibilities with the Arizona Department of 

Transportation, I also am priviledged to serve as the Co-Chairman of the 

American Association of State Highway and Transportation Officials Standing 

Comnittee on Railroads (the Co-Chairman of the National Conference of State 

Railway Officials),and the Chairman of the Western Region Conference of State 

Railway Officials.    These are State organizations and n^y views of our 

national railroad situation is from a State perspective. 

Those of us In State goverranent are pleased that you in the Congress 

provided for a strong State role in previous railroad legislation -- in 

the Regional Rail Reorganization Act of 1973 (3R Act] and in the Railroad 

Revitalization and Regulatory Reform Act of 1976 (4R Act).    Since the 

passage of these landmark bills. State officials nationwide have been 
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struggling 1n cooperation with railroads, the labor leaders, the 

shippers and receivers, our communities, and the Federal Railroad Adminis- 

tration to carry out the programs embodied therein. Our efforts have 

had mixed results; some successes and some failures, frequent frustrations 

and continuous challenges. 

There are numerous outstanding features In existing legislation and 

you are to be comnended on providing for a significant State role in the 

railroad assistance program, for recognizing that it takes time for States 

to "gear up" for full participation -- clearly seen in the graduated 

matching fund provisions, for requiring State Rail Plans, and for requiring 

these rail plans to be integrated with other transportation systems planning. 

I am pleased to report that the States with few exceptions have effect- 

ively responded by full and active participation in the railroad programs 

provided by your legislation. Governors have designated a State agency to 

administer the program. State agencies have obtained the needed qualified 

staff. State Rail Planning Work Statements and applications for planning 

grants have been prepared and submitted in accordance with the legislation 

and FRA regulations. I regret to report that at this point in the process 

damaging delays have been encountered. Numerous States outside the 

Northeast and Midwest Region have expeditiously initiated their State Rail 

Plans In an effort to obtain the needed rail service assistance program 

funds. Very few States have actually received their planning grant funds. 

Without the planning grant funds and a Federally approved State Rail Plan, 

the States have been unable to assist the railroads with the necessary 

funds for branch line improvements. We are concerned that as of today, no 

grants have been given to any State outside the Northwest and Midwest for 

actual railroad improvements. In spite of a "let's get on with it" 

attitude by the States, we have been helpless to effectively use the 
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program. The appointment of Mr. SulHvan as the FRA Administrator offers 

great promise 1n getting the program moving. 

Those of us in the states outside the 17 state Northeast and Midwest 

Region covered by the 3R Act are fortunate In at least two ways. First, 

the states within this region have shared with us their experience, know- 

ledge, and expertise. Secondly, the railroad problems we face In the 

remainder of the nation are less severe and of a different nature. Our 

railroads are generally financially stronger and less likely to be faced 

with Immediate bankruptcy. I do not want to leave you, however, with the 

false impression that we are problem free and without deep concern. Such 

an impression would not be accurate. 

This nation is blessed with an extensive interconnected railroad 

network which is important to everyone regardless of residency location. 

Agricultural products, mined resources, fuels and energy resources, lumber 

and construction materials, and manufactured products must be distributed 

by rail nationwide. Branch lines as well as main lines must be maintained 

and improved if the distribution of products transported by rail are to 

safely reach their destinations. Weak links in our national rail network 

must be strengthened. It is our understanding that this is the purpose 

of the rail service assistance program. 

In the Western states, which are also an essential part of the national 

rail network, rail abandonments are less of a problem than in the Northeast 

and Midwest and parts of the Southeast. We do have a number of marginal 

lines, desperately in need of rehabilitation and improvement. In many 

Instances we are vigorously pursuing industrial expansion and new develop- 

ment along the rail lines worthy of continuing. In order to convince 
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businesses that private Investments In locations on these potentially 

subject to abandonment lines are sound, the State must be able to assure 

the relative permanence of rail service. We believe the best way to do 

this Is to rehabilitate the lines to a standard compatible with permanent 

service. 

We are pleased to strongly support the provisions of the State Rail 

Freight Assistance Act of 1977 which extends the rail service assistance 

program to lines that are designated as "potentially subject to abandonment". 

Several of our Western States would like to see the eligibility ex- 

tended further — perhaps even to new construction. The renewed interest 

In domestic energy resources and their effective utilization at facilities 

such as coal fired generation plants may warrant consideration of new 

construction. This is of special interest to States such as Utah and 

Arizona. For example, the Salt River Project In Arizona is constructing 

a billion dollar new coal fired generation facility at St. Johns. In 

cooperation witn the Santa Fe Railroad, they propose the construction of 

a new 45 miles rail line to assure the rail delivery of coal to the plant 

site. Unit coal trains are also a major problem in States like Colorado 

and Wyoming. The frequency and length of these trains without grade 

separations at highway intersections keep sections of the conmunities 

divided for extended periods of the day and night. 

The States are actively working together in an attempt to Increase the 

effectiveness of the rail service assistance program and to Improve the 

working relationship with Federal rail officials. Perhaps you would want 

to consider a new provision In the State Rail Freight Assistance Act of 1977 

permitting States to combine their Federal entitlsments to Improve rail pro- 

perties within their respective States or regions, similar to the provision 

of S. 1793 recently introduced In the Senate by Senator Long. Such a pro- 

vision should be extended nationwide. 
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In Section 803 (h) of the 4R Act of 1976 the following statement 

appears:    "Notwithstanding the provisions of the preceeding sentence, the 

entitlement of each State shall not be less than 1 percent of the funds 

appropriated."   There are several States which will be unable to participate 

In the rail service assistance program without this or a similar provision 

in the 1977 Act.    We urge that such a provision in the new Act be retained 

thereby assuring meaningful participation by all States in the program. 

We are pleased to see the adjustment In the 4R Act of 1976 making the 

fiscal years of eligibility correspond with the Federal  fiscal years.    Since 

the 33 States outside the Northeast and Midwest Region have been delayed 

through no fault of their own, we are encouraged to see the 100 percent year 

extended. 

The States which I represent are pleased with most of the provisions 

In the State Rail Freight Assistance Act of 1977.    We are interested in 

seeing that vaible branch lines of our railroads are rehabilitated, im- 

proved, and continued.    We are convinced that with adequate and timely 

Federal  financial assistance — prior to the lengthy and costly abandon- 

ment proceedings -- selected branch lines can be made useful and productive 

conponents of our national railroad network.    We assure you that the 

States are working diligently with the railroads to provide the nation 

with this essential private component of our Integrated national trans- 

portation system. 

In suiimary, the States strongly support an extension of the 100 percent 

year, the adjustment of the program years to the Federal  fiscal year, the 

provisions for full utilization of in-kind beheflts, the retention of a 1 

percent minimum for each State, multi-year funding, and Increased flexibility 

in response to specific State and railroad needs. 

Thank you for the opportunity you have given me to appear before you. 

With your assistance, we can make our railroads even more useful.    I will 

be pleased to answer any questions you may have. 



119 

Mr. METZ. I would now like to introduce Mr. Raymond Kassel, 
from Iowa. Mr. Kassel will give you Iowa's perspective and answer 
some of your questions about that pr(^am, too, which is a far- 
sighted one. 

STATEMENT OF RAYMOND L. KASSEL 

Mr. KASSEL. I have a few charts. I am going to take them in 
different order and ignore some of them in view of the time and get 
to some questions. 

As you know, Iowa does have a branch-line assistance program in 
our State to assist the railroads, and it comes about from the fact 
that in 1974 that 73 percent of the mileeige in our State was 
railroads that were in marginal conditions. The Rock Island was 
one which went under. 

In looking at our program of how to preserve branch lines and 
essential rail systems in the State, in 1975, we determined that we 
at least 50 percent of our lines that we actually needed at all cost in 
the State of Iowa, and we had to make sure they stayed in service. 
Since then, we have refined the process by a detailed study of the 
economic impact of branch-line abandonments on the community, 
shippers, general economy, and well being of the State. 

The program developed is quite simple and free of bureaucratic 
red tape—and it works well. It calls for the State providing approxi- 
mately one-third the cost of the project, the shippers' one-third, and 
the railroads' one-third of the rehabilitation costs. The railroads, in 
turn, repay the shippers and the State based on the amount of 
traffic moving over the line. At the outset, the railroads were 
reluctant to participate in the program, fearing that it would lead 
to rehabilitation of branch lines that could not be economically 
viable. This problem was so resolved that we have been able to 
obtain the railroad's participation. The whole crunch is it is flexi- 
ble. When the legislature gave us $3 million in the first year to start 
the program, they gave us no constraints on how to do it, but simply 
said you have to save branch lines. We want the shippers involved, 
so we tell the shippers, if you put your money there, than you are 
going to use the line, you get paid back on the basis of increased 
traffic. They have certain base traffic we know exists there. They 
put in their money and get the money back. 

The r£ulroads obviously have to put money into it because they 
will participate in the increased traffic and increased revenue, so 
they should put up part of the cost. The State sits there and says it 
is only for our own well being. In essence, what we provide to the 
railroad is an interest-free loan from these two sources. 

Our contract provides there is a payback based on the number of 
increased cars operated, or so much that operate over the lines after 
it is improved. 

With that, what have we accomplished? As we say in Iowa, we 
have roughly 10,000 miles of line that we are faced with. We have 
so far completed work on 310 miles of branch lines, upgraded them, 
and gone into operation. We have Class II as the standard because 
we want to operate 100-ton hopper cars at 25 miles an hour. We 
have 385 miles in progress, or a total of 700 miles with $20 million. 
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So with seed money our legislature gave us of about $8 million, we 
now have $20 million in program improvements that either are 
completed or are underway, and we have about $2 million yet to put 
under contract, and by the fact the money comes back to us, we 
reinvest it in the branch lines. The money the railroads invest, they 
are putting back into the lines, also. 

You can see the lines we have completed. This is the grain area of 
our State. About 16 million tons of agricultural products come in 
and out of this portion of the State each year on rail. It is too far 
from the river to truck. The yellow lines are the ones under 
progress, and eventually we will have all this under progress as well 
as addressing ourselves to the movements down this way as to what 
is accomplished. 

After we accomplish it, we are also concerned with the contracts 
which normally run 10 years on a payback operation, that the 
railroads maintain it in the level we upgrade it to. How do we 
address ourselves to that? We have developed in Iowa a little simple 
car that measures conditions of the track. It is not like one of the 
sophisticated big machines the railroad companies have. We spent 
only $100,000. It measures conditions of the track for us and also 
tells us some safety aspects, but it measures basically the gauge and 
the difference in elevation between the tracks. 

When you get through with upgrading, we have a certain condi- 
tion of that line, and we are able to rate that line the same as the 
old theory of highway sufficiency rating type of concept. Here is our 
track geometry ratings, to the class of track, one, two, three, or four. 
Four is the highest we have in the State. We operate that car over 
it after the upgrading, and every year after that we will operate 
that car over the track to see if it is being maintained. 

Red is critical. That means it is in very bad shape and shouldn't 
be operating. As an example, this particular line has not been 
abandoned. We supported that in this particular case because the 
shippers in this area had facilities up here; this road had been 
upgraded and there were shipping facilities there for the 100-ton- 
hopper-car unit train operation. 

Where is much of our money being spent today. You notice we 
have green on another map where there is a yellow line here of 
projects underway. That project is partially completed to good 
conditions, and we will raise it higher. We measure that every year 
to make sure the railroad is maintaining it as the contract specifies 
over the 10-year period. 

That briefly gives you an idea of what the program is, why it is, 
and how successful it is. 

I want to emphasize that is not for every State in the nation or 
the nation as a whole. What I am trying to say is the railroad 
companies couldn't afford that in every State if that was done, nor 
do you have similar conditions in every State, so I plead with you, 
in any program you adopt, flexibility is the key word. You have to 
have some flexibility. Because we have flexibility, in some cases we 
will put up 70 percent State money if conditions warrant it. In 
other cases, we will put up 20 percent, depending on the condition 
of the railroad, the shippers and the essentialities to Iowa. 

Mr. FLORIO. Is there anything in these bills that provide reinforce- 
ment to that type of program? 
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Mr. KASSEL. Yes, the in-kind benefits do that. Also, I have a more 
detailed explanation of the branch-line program I will leave with 
you for distribution. The in-kind benefits are a viable part of it. 

[The information referred to follows:] 

IOWA BRANCHLINE ASSISTANCE PROGRAM 

Since 1974, the State of Iowa, Iowa shippers and the railroads 
have negotiated contracts for the upgrading of 695 miles of the 
4000 miles of branchlines — representing a total investment of 
$20 million to date in the Iowa program. 

Several years ago a culmination of factors surfaced which promoted 
the Iowa legislatxire to pass the Iowa Rail Assistance Act. At that 
time grain production in the state had greatly increased primarily in 
response to foreign demand. Also, because of poor rail service — 
specifically the inability of railroads to provide cars to ship grain 
in 1972 and 1973 and because of the condition of the track — the 
shippers and agricultural producers were unable to take full advantage 
of the potential benefits of the export market. The final factor was 
the emergence of the energy shortage. 

At that time a nunb'j,r of potential programs were considered, 
including state ownership of railroads.  Following considerable dis- 
cussion and review of the railroads' aliments, the legislature 
appropriated $3 million from the_ general fund for the purpose of 
branchline upgrading — not railroad acquisition and ownership. 

The new legislation was very general and gave the DOT necessary 
flexibility and latitude to develop a program. The program developed 
is quite simple and free of bureaucratic red tape — and it works 
well.  It calls for the state providing approximately 1/3 the cost 
of the project, the shippers 1/3, and the railroads 1/3 of the 
rehabilitation costs.  The railroads in turn repay the shippers and 
the state based on the amount of traffic moving over the line.   At 
the outset the railroads were reluctant to participate in the program, 
fearing that it would lead to rehabilitation of branchlines that 
could not be economically viable.  This problem was so resolved and 
we have been able to obtain the railroad's participation. 

In 1975 and 1976, the Iowa legislature appropriated an additional 
$3 million. In 1977, due to repayments by railroads and potential for 
Federal Assistance, the Iowa legislature appropriated $2 million. 

The Iowa Department of Transportation has determined that for 
effective administration of the Branchline Assistance Program, a priority 
rating system is essential,  A system was developed for the purpose of 
rating the many branchline assistance projects proposed.  Six different 
criteria were incorporated in the priority rating: 
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1, Historic viability — the average cars per mile over 
the line, based on the previous three years o£ traffic 

2, Potential viability — the projected increase in traffic over 
the line if the line was upgraded. 

3. Track Structure — including the condition of the rails, ties, 
ballast and current load limit. 

4. safety — the history of accidents and derailments on the line 
over the previous three years. 

5.6.  Shipper and rail company participation — the amount of financial 
participation or inXind benefits provided by the railroad.  (The 
greater the amount of participation by the railroad or shippers, 
the higher the priority.) 

The six-factor formula assigns percentage points to each criteria 
equaling 100 points.  Projects showing less than' 50  points are not 
considered as viable candidates for state funding. 

How does a line become a candidate for rail assistance?  The requests 
for assistance of upgrading a line are made by the shippers or railroads 
interested in pursuing a project.  Necessary information is obtained from 
the shippers and the railroads and the candidate project is then prioritized 
and compared to all other projects under consideration. 

During the course of obtaining the preliminary data« the Railroad 
Division staff meets with the shippers to outline their responsibilities 
and requirements as set out in the law.  because no individual shipper 
has the needed financial resources available, they are urged to consider 
forming an association or nonprofit corporation.  Forming as association 
or nonprofit corporation has a two-fold benefit.  It makes it easier to 
deal and negotiate with a small group of association officers instead 
of a large number of separate shippers.  Also, if the shippers find it 
necessary to secure a loan for their portion of the upgrading costs, 
it is much simpler as a group to borrow funds. 

once the preliminary terms are agreed upon, the Railroad Division 
staff begins negotiations with the railroad company. During the 
negotiations, it is the state's objective to get the best possible terms 
for the state and the shoppers. After final terms have been agreed upon, 
a contract is prepared and submitted to both the shippers and the railroads 
for their review and approval.  The state's approval must be obtained 
from the seven member DOT Commission. 
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The main provisions of the contract spell out the FRA classifica- 
tion to which the line is to be upgraded and maintained and the terms 
by which the state and the shippers will be repaid.  In most instances, 
the shippers are paid a specified amount for each car originating and 
terminating on the line.  The shippers are repaid in full on all cars 
originating and terminating on the line.  The state is repaid a 
specified amount for each car originating and terminating over and above 
the previous three year average after completion of the project.  In 
addition, most contracts provide for the upgrading of all at grade rail- 
highway crossings during the rehabilitation process. 

We in Iowa feel the program has been effective.  Many elevators, 
for example, are able to move grain to market that otherwise would 
have been shifted to trucXs or other more costly transportation modes. 
In addition to the lines that have already been contracted, we are 
currently negotiating additional lines totaling 502 miles.  As you 
cem see, the Iowa program stretches a limited amount of state appropriations 
into a significant track improvement activity and helps preserve a 
vital transportation service, ' 

The key to the success of the program is the participation of the 
shippers who must use the line in order to get their investment back. 

The Branchline Assistance Program is very simple to administer, 
it involves a minimum of red tape and it's workable. 

Complete details of the Branchline Assistance Program are available 
in a council of State Governments publication entitled, "Railroad 
Rehabilitation: A Program to Upgrade Selected Branch Lines in lowa." 

Projects to Date 

Ho. of            Avg, Cost  Total  State Shippers Railroads 
Projects  Miles   Per Mile  Cost    50?^ 36% 14% 

12       695   §29,076    $20M     $10M $7M $3M 

21-684 0-76-9 
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Ms. MKULSKI. That is a very impressive get-itxlone program that 
you have there. You use the term fiexibihty, Could you elaborate on 
that? In addition to the in-kind aspects of the legislation, are there 
any other recommendations that you might have as we try to 
improve our railroad legislation? 

Mr. KASSEL. Yes, when I was talking about flexibility, I am 
talking about flexibility in how you negotiate the length of the term 
of the contract, whether you want a payback or grant program. In 
some cases there would be no choice, but you should grant the 
money to the railroads for that line. One of the things we have done 
in one case with part of the money is that you pay us back once, we 
will come back; the second time you don't pay us back. Another 
thing is we have said you don't have to pay; it cash in the pocket, 
but put an account in the railroad company ledger, and we will 
specify at a certain time where it will be spent in the State on your 
Ime. We only do that once or twice, and then you can get the 
benefits across the land. 

So it is that type of flexibility that you tailor for the individual 
circumstance and the importance of each individual branch line. 

Ms. MiKULSKi. Thank you. 
Mr. BiVENS. May I speak to the point of flexibility? One of our 

concerns is that we are able to utilize from a State's perspective in 
concert with shippers and labor unions and the railroads, them- 
selves, which of the branch lines really deserve the highest priority 
instead of this being determined through an ab£mdonment proceed- 
ing which one gets through the ICC first, and I think you have 
already made a substantial step in that direction in terms of some 
of the legislation that is before you by permitting us to go prior to 
abandonment to facilitate service to these lines. 

Ms. MiKULSKi. Well, I have another question in line with that. As 
you deal with the Federal Railroad people, particularly in areas of 
freight, what is the attitude that you find? Ek) you find them willing 
to work with you? Do you find there is opportunity for input? Do 
you find there is desire to have a Federal-State partnership, which 
was really the legislative intent? 

Mr. BiVBNS. In all honesty, we have not experienced a very 
favorable relationship from a State's perspective. I think we would 
like very much to be brought in and make the program workable 
prior to the time that rules and regulations are promulgated, and 
the first time we see them is when they appear in the Federal 
Roister, and they may or may not work from the various States' 
perspective. That is what we mean by the term flexibility. We 
would like that kind of State-Federal partnership that is geared to 
really getting the program going in a unified and cogent kind of 
way. 

Mr. METZ. I would say that the attitude among railroads varies 
from railroad to railroad. Certainly from Massachusetts' point of 
view, the attitude of ConRail is one of toleration, but that is it. We 
don't find them marketing their services or trjong to promote use of 
rail on our subsidized lines. We don't find them making service calls 
and sale calls on our shippers. They don't respond. 

We have had trouble getting our rehabilitation program going 
because they have diff"erent priorities elsewhere in the system. On 
the other hand, I know dealing with other railroads  
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Ms. MiKULSKi. I don't know what the priorities are. They tell me 
because I need the same bucks you need. It is the same kind of 
thing. I am just trying to find out if your experience is the same as 
mine? 

Mr. METZ. It sounds like some of it is, at least. I know dealing 
with some other New Englanders, as the program enlarges and 
more lines are going to have to be dealt with, I expect to have a 
more cooperative attitude with the railroads. 

Mr. KASSEL. I would say in the State of Iowa we have a good 
relationship. They are open with us and cooperative with us. I think 
it is because of the fact they don't fear us. "They see we are honestly 
trying to help them improve their line. The ICC has provided a form 
for us to enter into the abandonments in advising type of position 
that we didn't use to have. The ICC has recognized our rail planning 
process and our economic analysis process. So we have a good 
relationship in that aspect. I think it can be improved, but it is an 
honest relationship that now exists between the State of Iowa and 
other elements involved in the rail process. 

Mr. KiLLORAN. Ours is the same. It is like Mr. Metz said; it is a 
situation as to which railroad you are talking to as to the degree of 
cooperation you have back and forth. 

Ms. MiKULSKi. Thank you. 
Mr. METZ. Mr. Killoran had testimony he wanted to present. 

STATEMENT OF JOHN KILLORAN 

Mr. KILLORAN. First, Mr. Chairman, I have a set of remarks I 
brought today, and I would like to summarize from them, and could 
they be left in the record? 

Mr. FLORIO. Without objection, it is so ordered. 
Mr. KILLORAN. Thank you. Just as a matter of wrap-up and 

talking to a couple of points I know we have been involved with, 
which are part of the overall goal we all represent here today, I 
think that the situation of the qualification for assistance, waiting 
for a line to be completely dead and buried before we can get 
Federal assistance, by having to have an ICC certificate of abandon- 
ment, is certainly, for our State and a number of other States, one 
of the key, if not the key, problems we face today. 

We have a line in West Virginia that I discuss in some detail in 
our statement which has, I think, taken us through all of the 
matters of experience as to what happens to a railroad when the 
threat of abandonment is over it for 5 to 7 years. 

In addition, a railroad company has allocated its resources so that 
maintenance has gone down to the point of barely being class I at 
this point, and the economic development of the area has com- 
pletely stagnated. We have been able to at least stop that decline at 
this point. But we could have gotten into that situation if we had 
had this kind of qualification sometime ago, and we would not have 
had the problem that is going to cost more in terms of State effort 
and State dollars and in terms of more Federal dollars involved. We 
would be able to solve the uncertainty that exists in existing 
industry and in the problem of seeking new industry. 
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As Mr. Staggers mentioned earlier—this is the same line we were 
talking about, called the South Branch Line in West Virginia. It has 
been exceedingly difficult to keep what economy is going there 
going on, and the addition of a $1.5 million feed mill there was done 
strictly on the faith by that company that the line would somehow 
be saved, but I think that is the exception and not the rule in these 
cases throughout the country, and this is the problem that makes 
me speak very strongly to the term of getting the assistance 
qualiAcation situation straightened out in this legislation for us. I 
think it would be helpful. 

The other party would like to make additioneil comments on the 
in-kind benefits. Certainly if the in-kind benefits are limited to 1 
year, the year in which you earn them, I think it would be grossly 
unfair to the States, to the railroads, themselves, the shippers and 
everybody else involved, because the nature of railroad rehabilita- 
tion, which is the m^or user of dollars, is such that you are 
weather-tuned to doing it in season, and projects many times go 
over two funding periods. I know in the case of one carrier in our 
State, we have what I call a very good recognition of the problem, so 
that between the carrier, the private community, and the State, we 
intend and feel that we will be able to come up with a significant 
amount of in-kind qualification and in-kind benefits that are real, 
substantial, and legitimate in-kind qualification. 

If we are prohibited from utilizing that in-kind rehabilitation 
except in the year it is earned, we are going to lose almost 80 or 90 
percent of that money that would become available to us, which 
would go toward purely rehabilitating that line into service. 

I just don't see that in-kind qualification is going to be worth very 
much to us if we simply cannot utilize it but for 1 year. So I want to 
elaborate on the point. 

Those are the two points I wanted to get across. 
The bill H.R. 8393, I know, and perhaps one of the other bills, 

takes care of that problem. I am really underlining the fact that I 
am supportive of that language in H.R. 8393 and perhaps in other 
bills which will take care of that problem on in-kind as well as the 
assistance qualification. 

[Mr. KUloran's prepared statement foDows:] 
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United States Houae of Representatives 
July 27, 1977 

Thank you for the opportunity of appearing today to present testimony on: 

behalf of the State of Vest Virginia. 

I am John P. Killoran, Executive Director of the West Virginia Railroad 

Halntenance Authority.  Hy agency Is the "designated state agency" for rail 

transportation matters under provisions of the "3R" legislation.  My testlxDony, 

is on behalf of Governor John D. Rockefeller IV and Mr. Donald D. Hoyer - 

Special Assistant to the Governor and Director of the Governor's Office of 

Economic and Community Development, and my agency.  Mr. Moyer has been active 

for some years in the field of railroad reorganization and the economic effects 

of railroad service changes, both in our State and In the State of Pennsylvania. 

The Importance of having new legislation from Congress which will assist 

the several states in their ability to perform local rail assistance programs 

under the "3R" and "4R" acts is paramount. 
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Heat Virginia haa been active In the rail tranaportatlon field for only 

tvo jeara. Thla la a abort tlae. Tet In that tlae ve have becone convinced 

that aubatantlal probleaa azlat which affect our ability to dlacbargc ouz 

obllgatlona. 

I underatand that a number of bills are before the Bouae of Rcpreaentatlvea 

on the aubject of atate aaalatance for railroad aattera. Of theae, aany sljaplj 

concern themselvea vlth extension of Che tine period for lOOZ federal funding 

of projecta. 

1001 Asalstaoce 

Ve believe that atatea should he given a reaaonablc opportunity to avail 

theaaelvea of lOOZ federal asalatance.  Such opportunity would be for • period 

of perhapa three to five nontha after enactment of conprehenalve legislation thle 

yea«. 

Our reaaonlng la that we have been prevented fron utilizing any federal 

aaalatance funding at the lOOZ level except for planning purpoaea.  Statea aeen 

to have wlaely ezerciaad their reaponalbllltlea alnca the federal acta were 

paaeed and, therefore, it aeeaa logical to reiaave the aerloua reatrlctlona to 

our doing what our atate rail plane aay we will do. 

While the extension of lOOX funding froa the federal level haa bean tha 

•oat quoted "probloa," there are a number of companion laauea which, ualaaa 

reaolved concurrently, will prevent our atate and othera froa effectively 

participating in the programa that Congreaa enacted aa long ago as 1973. 

Qualification for Assletanca 

One of the ooat atrlklng llmltatlona to effective atate initiative la that 

language In both the 3-R and 4-R acta preventa us froa utilizing any aort of 

federal aaalatance until the rail line in queatlon haa received a certificate 

of abandonment from the Interatate Comserce CooalaalontlCC). 
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JSoimr  terms of the 4-R act, raUroada now forecast tbeir potential abandon- 

ments to the ICC.  Dozens of other cases are pending.  Many other lines ar« 

threatened b]r downgrading and disuse by the present owning railroad. 

Let me project a hypothetical case rather lat ae tell you about a 

key case now before our agency. 

The rail line through the South Branch Valley of West Virginia has b«en 

publicly threatened by abandonment by the carrier since about 1970.  It was 

applied for abandonment before the ICC by the carrier in 1975, then withdrawn 

in a few months.  It was then reapplied before the commission Just days before 

the ncv ICC abandonment regulations became effective last November first.  The 

line has been deferred from all but the bare mlnlmua maintenance for years.  It 

was deliberately taken out of service for seven weeks last fall due to a slight 

amount of damage due to floods.  Tet It was embargoed against traffic for another 

seven weeks and only returned to ftill service after our agency complained. 

In the Interla there has been no effective industrial development on the 

line. So Industry has expanded their rail-oriontod facilltlos. 

When an abandonment la flrat applied for by th« carrier, the general pattern 

la that all expansion of industry and location of new industry Is halted.  That 

happened to us on the South Branch. 

Even with the llaltationa of law and regulation, our agency plunged into 

tha case and attempted to keep monentua positively going. 

One Industry, which bao not used rail previously, contacted us and said that 

they would have 7,000 tons of fertilizer product to ship onto the branch from a 

plant expansion.  (Incidentally, this product would move from 600-to-600 milea 

on the abandoning carrier's main lines to get to the branch). 

The carrier had attei^>ted to convince thia shipper to relocate elsewhere. 

Thankfully, tha industry decldod to stay and expand - upon our assursncea that 

the line would continue to serve thea. 
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The** Jobs are nov secure, and the branch line has 7,000 tons of "naw" 

traffic - which I might add la scheduled to double within two yeara. 

The traffic drops. Tet, on the strength of hope alone a local feed BIU 

eatabllshed a plant which cost Billions and will double the linens freight 

traffic (that incidentally will aove about 600 slles off the branch ovar tha 

present owner'a nainlioaa also). But the abandonment action goes on. 

Governor Rockefeller acted positively to Insure the shippers that our 

state would not abandon them aa the railroad waa trying to do. Our State 

Rail Plan adeijuately assures thst line of a future. A federally financed study 

was completed only weaks ago which delved into Che future of the branch and its 

coomninitiea. That atudy urged ua to use federal assistance to purchaae thtt 

tracks, rehabilitate them, and improve service.  If this la done, the consulting 

firm stated, the line will be profitable within five yeara. 

We are ready to do that. Ue wmnt to do that. But we cannot. 

Why? Becauae the ICC procedures may take another year or two! And that la 

another year or two of uncertainty, poor aarvice, delay. And, also It is another 

year or two that we forfeit our entitlement of federal assistance for thia service. 

We forfeited $1.4 million dollara this paat year. We will probably forfeit 

another $1.9 million this year. We do not intend to use federal assistance 

except where we need it.  But we are atymied from uaing it when we need it by 

the alapla problem of not being able to use it because the law aays the railroad 

has to have that ICC certificate! 

What we propoae la simply that the law be changed. 

That change ahould provide that if a line la identified within tha at«te rail 

plan as being eligible for assistance and baa a priority for uaing that aeslstance; 

and if the line la preaently under application by a common carrier for abandonment 

before the ICC or if the line is listed aa "potentially aubject to abandonment* 

in the carrlera abandonment documents before the ICC then the state should 
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b« free to effect e project to save that railroad then and there. 

The fact that we have to aee a railroad die a slov death, be burled, and 

alnost forgotten before we - the atatea - can act 1* causing a' lot of grief to 

our cof^Rxnltlas that really do need rail. 

It's also a hard thing to tall a local shipper, a saall nanufacturer, or a 

county official that they must support an abandonment and see It legally 

authorized before their state can do anything to save It. That takes a lot 

of faith In the state and federal governaents by a lot of people who should not 

have to put that kind of trust "on the line." 

A companion problem is vlth roadblocks before our agencies due to Interpre- 

tation of law and regulations by Federal agencies adalnlaterlng the assistance 

progrsm. 

.In-Kind Benefits k  Per-Ceot of Federal Assistance 

There are tiio particularly onerous decisions which render us almost at 

a standstill. These are, ffrat, a regulatory interpretation that In-klnd benefits 

accruing from a project cannot be claimed as part of the program except for the 

sole fiscal year they are first earned; and second,  that the percentage of federal 

ahare of a project changes If a capital project la not concluded In a single 

"share year." 

To elaborate briefly. 

Carrylng-forvard any In-klnd benefits Is a reasonable method of assuring 

that everybody'a tax dollara are apent wisely. Railroad projects by their 

own definition are such that a donation from a private aouroe or a governmental 

body results In major dollar benefits. 

On the other baada such msjor donation or in-kind sharing benefits preaently 

have to be uaad up in one year or lost forever. Such an interpretation is contrary 

to all other federal aaslstance programs with which 1 am familiar. Tef we have 

to face it on the railroads. 
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I'll again uae a personal axaiDpla froa Veat Virginia. 

Ve believe that all areas of concern Bust share In the responsibility of 

providing future rail service if It Is genuinely needed. This Includes the 

railroads themselves who are - lest we forget - alao taxpayers and citizens. 

Consequently, ve have as isucta as $4 Billion dolars in possible In-klnd benefit 

qualification vhlch we are likely to receive In the federal fiscal year beginning 

on October first. 

On the other hand, our total entitlement of federal assistance will be only 

i  2 adlllon dollars, approximately. 

Bvsn counting the entire year as an 80Z federal funding year - which it isn't - 

would scan that only about $200,000 of these In-klnd benefits can be used in the 

corresponding year. 

On Just one case in our state, the carrier plans to donate the entire physical 

plant and real estate to us. This donation will be valued at over $2.5 Billion 

dollars. Under present law, we lose the right to prograa that benefit unless we 

spend It all now. 

Thus, we will not only lose almost all our potential in-klnd qualifications, 

but we will have no such benefits in the next fiscal year, or the next. 

The wattar of dateralnatlon of the proper share of Federal assistance in a 

project was one which we all assumed would be fixed by the amount of share in 

effect at the time the capital project was appllad-for by the State. 

Hot so. The Federal Railroad Administration legal staff felt the law was 

vague, and appealed to the Comptroller General of the United Stetea for deter- 

mination. That opinion la still not rendered. 

I personally do not believe that Congress Intended to set up thla program 

In that manner. Bow can the Federal or State governments project budget estimates 
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on capital prograaa that drop 10 per cent In the aharlnf ratio each year; lAcn 

the conpletlon of such coaplex jobs as track rehabilitation la aa unpredictable aa 

the weather - on which such Jobs depend so much. 

On all but planning and operating subsidy projects - where the share la not 

in question - we are at a standatlll. Dnleas, of course, we can accept the 

uncertainty of shifting budgets, etc. 

In our state, as elsewhere, we prepare budget requests eleven nonths In 

advance of the tlise that the fiscal year begins. That alone la reason, 1 

believe, for asking you to consider action to correct this problen by stating 

that the year of the contract for a capital project sets the per-centage of the 

Fadaral ahara of costs. 

I appreciate the opportunity of presenting testlaony on behelf of the 

State of West Virginia, and the Rational Conference of State Railway Offlclala. 

I«t ae again reassure you that Vest Virginia needa a strong Federal 

aaalstance program to assist us In solving our branch line rail problena. In 

addition, the future of all our railroad llnea - and In particular the aaln llnea - 

•ay well hinge on enlightened state agenclea working with the Congreaa and the 

Federal government. If railroads are to continue to aerve their vital role In 

co^serce, we ell must work hand-ln-hand to solve the problems. 

Thank you. 

Mr. KASSEL. Could I have one more brief comment? In Iowa, we 
can solve our problem, and we are solving it. We aren't waiting for 
someone to solve it for us. But our railroads go across the State 
border, and in order to go to Houston we have to have other States 
viable. So provide some progreun; do something that we can move 
ahead with our rail system. 

Mr. METZ. I think I need to clarify one thing, Mr. Chairman, and 
that is the States, in supporting a program which would deal with 
rail lines' pre-abemdonments, are seeking capital assistance, not 
operating subsidy assistance, but funds that would allow for reha- 
bilitation, repair, modernization of the facilities. 

Mr. FLORIO. You did talk about operating assistance for passen- 
gers as contained in only one of the bills. Would you elaborate on 
your feeling about that? 

Mr. METZ. The 4-R act provided in the Northeast and Midwest 
that commuter authority would receive operating assistance to help 
compensate them for the increase in costs they were going to incur 
by ConRail operation of their lines, and that is a declining percent- 
age. It has been proposed in one of the bills, whose number I must 
confess escapes me, that the time period for that operating assis- 
tance be extended, and we are supporting that. 
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Mr. FLORIO. It has been my experience in our State that with 
regard to the passenger subsidies, at one point there was real 
dispute between ConRail and the State over the continuation of the 
arrangement unless the State was willing to come in and agree to 
pick up the deficit of the operating expenditures regardless of what 
they were. ConRail was asking for a blank check, so to speak. Has 
this been the experience in your State? 

Mr. METZ. It was the experience in Massachusetts, and we re- 
solved it by getting rid of them, and have the Boston and Maine 
operate our commuter service instead of ConRail. 

Mr. FLORIO. You were fortunate in having an option. 
Mr. METZ. Yes, it is not available in New York, Philadelphia  
Mr. FLORIO. It is clear that the proposal in one bill even for 

extending the ratio is not going to solve the problem on a long-term 
basis, and you may well be back here in another year asking for 
another continuation of 100 percent funding. 

Mr. METZ. The reason for asking is so hopefully those States in 
this position can find out what is at the bottom of that blank check. 
The fact was that ConRail couldn't give a definitive decision of what 
it would cost, and the States couldn't determine it, and the year's 
operating experience, all the auditing that will come fifter that is 
necessary before you can figure out what it is going to be under the 
new formulas. 

Mr. FLORIO. Another dispute that has arisen with regard to 
passenger service is ConRail insurance premium. Have you had 
experience with regard to this problem? 

Mr. METZ. In Massachusetts we have worked this out with the 
Boston and Maine, and I must confess I am not up to date on the 
insurance problem as it affects the rest of the States. It probably 
affects us as well in the long term. I would be pleased to get you 
some information on it. 

Mr. FIJORIO. I would appreciate it, because I am considering 
introducing legislation to deal with the problem. ConRail says it 
can't insure, asking the States to become insurers. 

I have no further questions. 
Ms. MiKULSKi. Neither do I. 
Mr. FLORIO. We wUl adjourn until 10 a.m. tomorrow morning, at 

which time hearings on this subject will continue in room 2218, 
which is this room. 

Thank you very much. 
[Whereupon, at 12:07 p.m., the committee adjourned, to reconvene 

at 10 a.m., Thursday, July 28, 1977.] 
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HOUSE OF REPRESENTATIVBS, 
SuBCOSJMrmEE ON TRANSPORTATION AND COMMERCE, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 
2218, Raybum House Office Building, Hon. Fred B. Rooney, chair- 
man, presiding. 

Mr. RooNEY. The Chair recognizes the distinguished gentleman 
from Pennsylvania, the Honorable Joseph M. McDade. 

I want to commend you for your promptness, Mr. McDade. 

STATEMENT OF HON. JOSEPH M. MC DADE. A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF PENNSYLVANIA 

Mr. MCDADE. Thank you very much. I am following the example 
set by the Chairman and members of the committee. 

I appreciate greatly the opportunity to appear this morning to 
testify on a bill that you have jointly introduced and one which I 
have introduced that is similar. I want to say at the outset that I 
like your bill a lot better, so I am for your bill, and I hope you will 
pass it. 

I wanted to talk, first of all, about the tremendously important 
need we have for the continuation of the concept of subsidies on 
these light density lines. In 1976, the FRA allocated $6.5 million to 
Pennsylvania, for abandoned line operation and accelerated mainte- 
nance. About $3.25 million, roughly half, was used for abandoned 
line operation subsidy, and not one penny, due to FRA regulations, 
was expended as planned for unaccomplished rehabilitation. So it is 
clear that the intent of what this committee and the Congress 
wanted to do in the 4-R act wasn't met. 

As an example, the first applicant for these funds was approved 
just 1 month ago. The need for accelerated maintenance funds, 
think, has been so documented none of us need argue about it. We 
have to create, by this bill, the opportunity for congressionally 
planned rehabilitation work to go further. Otherwise, in my State 
alone, $55 million in payroll, which is directly and intimately 
connected to the operation of 46 light density lines, is probably lost. 

(137) 



138 

Now, the bill that you have, I submit, is economically sound. In 
Pennsylvania, for exfunple, 5,700 jobs depend on the operation of 
these lines. The Federal investment last year was $3.25 million. 
That is all they spent out of what you authorized, $6 million. That 
generated about $17 million in State and Federal income tax and 
precluded or saved the Federal Government the potential expendi- 
ture of about $29 million which would have been the cost in 
unemployment compensation alone had these jobs been lost. We 
would be fortunate tf every bill which passed Congress was as cost- 
effective as this bill. 

This bill also has very positive effects upon the socioeconomic 
factors of the Northeast. 

Although it is true light density lines are largely responsible for 
the retention of much of the industry that might have been forced 
to flee to other areas, the operation has an even greater value in 
the number of jobs it helps create. For every car that travels to or 
from a light density line, additional railroad crews, clerks, mainte- 
nance-of-way personnel, signalmen and engineers have to be em- 
ployed. On these little lines 12,000 carloads a year are generated. 
That is the equivedent of 120 full trains. The revenue earned by the 
solvent railroads, the railroad emplojmient you create by keeping 
the lines going, the local jobs saved and the Federal income taxes 
generated, all of them provide sufficient justification for this bill. In 
fact, in my judgment, any one of them standing alone would be of 
sufficient economic benefit for us to say this bUl should be enacted 
unanimously. 

There is one problem I want to bring to the attention of the 
committee, and the bells have sounded, and I will file the state- 
ment  

Mr. RooNEY. Without objection, your statement will become part 
of the record. 

[Mr. McDade's prepared statement follows:] 
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REMARKS  OF 
CONGRESSMAN JOSEPH M. McDADE 

BEFORE THE 
HOUSE COMMERCE COMMITTEE 

TRANSPORTATION SUBCOMMITTEE 
IN RE: H.R. 8393 
JULY 28, 1977 

Mr. Chairman: 

I want to thank you for the opportunity to testify 

before you on H.R. 8393.  As you know, I submitted a somewhat 

similar bill in February of this year.  I must say that I am 

significantly more pleased with your bill.  The bill, as 

drafted, is an excellent piece of legislation that will meet 

the present and future needs of many of America's subsidized 

line shippers.  The bill will remedy some of the problems 

that have appeared during this first year of ConRail operation. 

In 1976, the Federal Railroad Administration allocated 

6.5 million dollars to Pennsylvania for abandoned line operation 

and for accelerated maintenance.  About 3.25 million dollars 

were used for abandoned line operation subsidy, while no funds, 

due to FRA regulations, were expended, as planned, for unaccom- 

plished rehabilitation.  It is clear that the intent of the 4R 

Act has not been met and without the passage of H.R. 8393, the 

intent of Congress will be frustrated.  As an example, the first 

applicant for these funds was approved only a month ago.  The 

need for accelerated maintenance funds has already been documented. 

We must create, by this bill, the opportunities for the Congres- 

sionally planned rehabilitation work to go forward.  Otherwise, 

the 55 million dollars of payroll in Pennsylvania which is 

directly related to the operation of 46 light density lines may 

be lost. 

2I-eB4 0-78-10 
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This bill is an economically sound one.  In Pennsyl- 

vania, for example, 5700 jobs depend upon the operation of the 

light density lines.  The Federal investment in these light 

density lines last year was about 3.25 million dollars, which 

generated about 17 million dollars in State and Federal income 

taxes and precluded the expenditure of more than 29 million 

dollars in unemployment compensation alone, which would be 

required to replace these jobs.  We would be very fortunate if 

all Federal legislation were as cost effective. 

Further, the bill has very positive effects upon the 

socioeconomic factors of the Northeast.  Although it la true 

that light density lines are largely responsible for the 

retention of much of the industry that might have fled to other 

areas, the operation of the line has an even greater value in 

the number of jobs it helps to create.  For every car that 

travels to or from a light density line, additional railroad 

crews, clerks, maintenance of wjy personnel, signalmen, engineers 

and other trainmen must be employed.  In Pennsylvania alone, more 

than 12,000 carloads per year are generated by only 350 miles of 

light density track.  Mr. Chairman, that equates to 120 full size 

trains per year. 

The revenue earned by solvent railroads, the railroad 

'employment created, the local jobs saved, and the income taxes 

generated provide justification for this bill.  Any one of these, 

standing alone, would be enough. 

There is one current rail problem that this bill does 

not address.  As you know, Mr. Chairman, the 4R Act of 1976 

authorized funds for the creation of a fossil fuel rail bank. 

Unfortunately, no funds have been requested for appropriation by 
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the Secretary of Transportation.  The Committee wisely authorized 

the acquisition of rail rights of way for the creation of new 

recreational opportunities and the rail bank program.  The 

Interior Subcommittee of the Appropriations Committee on which 

I serve felt so strongly about the wisdom of your Committee's 

inclusion of these programs that we added 5 million dollars to 

get the recreation program going this year.  I believe we need 

to get the raiIbank program going this year too.  The importance 

of this railbank is much greater than expected and I cite two 

situations to illustrate my point. 

The Final System Plan, as we all know, is not a perfect 

document.  It is also fair to say that after the "Chessie" 

negotiations fell through, very little time was available to 

plan for "unified ConRail".   The subsequent abandonments 

caused by the Final System Plan reveals possible needs other 

than the original purpose of preserving energy options. 

Recently we noted with dismay that Johnstown, Pennsyl- 

vania, was once again devastated by flooding.  Unfortunately, 

for ConRail and the residents of the area, all the secondary 

lines around the Johnstown area had been abandoned.  Consequently, 

ConRail could neither-service the residents of the area who badly 

needed disaster assistance material, but also lost the use of its 

main east-west route.  Perhaps if ConRail could use the railbank 

funds it might acquire those secondary lines.   During the Agnes 

flooding of 1972, four Northeast railroads agreed to exchange 

trackage rights over unflooded lines so that disaster aid could 

be quickly moved in to the Wilkes-Barre and Harrisburg areas. 

In addition, because of this exchange agreement, through traffic 

did not stop.  Although ConRail now has no need for exchange 
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agreements, it apparently does need additional capital for 

light density line acquisition to provide similar flexibility 

during natural disasters. 

In another part of the State, I am advised that 15 

miles of abandoned tract requires ConRail to travel over 6 

million car miles of unnecessary circuity.  In Clearfield 

County, Pennsylvania, coal is rained for the Portland power 

plant at the Delaware Water Gap.  Instead of shipping the coal 

from Clearfield, Pennsylvania, to Portland, Pennsylvania, a 

distance of about 171 miles, ConRail must move coal out of 

Pennsylvania to New York (either Buffalo or Corning) or to New 

Jersey (Port Morris) before it can bring the coal back into 

Pennsyvlanai where it will be used to fuel an electric genera- 

tion plant.  This detour forces ConRail to add about 6 million 

car miles per year at a cost of about 6 million dollars, all 

for the lack of a 15 mile long piece of track called the "Bloom 

Division"  (USRA line number 1228). 

This kind of circuitous routing definintely adds to 

the long standing shortage of coal cars and motive power, 

unnecessary train crew use (5 instead of 3) and creates a situa- 

tion where ConRail loees the revenue equivalent to 23,725 truck 

loads of coal per year that are now being lost for just one coal 

power plant, because the plant must resort to trucks.  Diesel 

fuel is wasted and highways are further deteriorated.  The 

Subcommittee may wish to direct ConRail and other solvent rail- 

roads to study the ways by which those private corporations might 

use the railbank for preserving operating flexibility and future 

access to coal producing properties.  Most of all, the railbank 

must be funded. 

Mr. Chairman, I congratulate you and the Subcommittee 

for the creation of this excellent bill.  I promise to provide 

whatever assistance you feel is necessary to bring this bill to 

a speedy and successful decision on the House floor. 
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Mr. MCDAOE. Thank you, Mr. Chairman. 
The 4-R act authorizes the creation of fossil fuel rail banks to try 

to preserve the lines going into the fossil fuel areas. Unfortunately, 
not a penny has been requested by any administration to try to 
implement the fossil fuel bank. TTie same was true of another 
section you wisely included in the act to permit rail right-of-way to 
be acquired for recreational purposes. Not a penny has been re- 
quested for that either. 

Now, I serve, on the Appropriations Committee, and we thought 
so highly of what you did with respect to the right-of-way for 
recreational purposes that despite the fact that there, was no 
budget amendment requested we busted the budget and added $5 
million to implement what we thought was your wise decision. 

Now, if we don't get the rail bank program going, I think we are 
going to encounter additional problems. The tragedy in Johnstown 
is an example. Here was a city where every light density line had 
been abandoned. There was no way to use what might have been 
good assets to move cargo into the area. In addition, the main east- 
west line of ConRaU was down for at least 3 days because of 
funding. 

I know from my own experiences during Hurricane Agnes that 
because the light density lines were there and able to be used, the 
railroads able to make exchange agreements among themselves and 
relief could get in and out of disaster areas. They weren't just cut 
off. 

So I hope your committee, will think about the rail banking 
sections and think of this new wrinkle about whether or not there 
aren't other justifications besides fossil fuel rail banking for keeping 
these lines open. 

Let me point out another anomaly that is unbelievable. In an- 
other part of the State I am advised that 15 miles of abandoned 
track requires ConRail to travel over 6 million car miles of unneces- 
sary circuity. There is a county in Pennsylvania called Clearfield, 
where they mine coal to send to a power plant that my friend, the 
Chairman, would recognize, the Portland Power Plant, near the 
Delawater Water Gap in Pennsylvania. Instead of being able to ship 
the coal from Clearfield to Portland, about 170 miles, ConRail has 
to move the coal out of Pennsylvania, up to New York, either to 
Buffalo or Coming, or to New Jersey, before it can deliver the coal 
back into the power plant. 

It just boggles the mind to think they let 15 miles go because of 
that, and the cost to them, 6 million car-miles, and I think the rule- 
of-thumb is a dollar per car-mile, so it is $6 million a year, and they 
could have kept this 15-mile piece of track going without difficulty. 
It is identified as USRA Line No. 1228. 

This kind of routing just adds to all kinds of problems. As a 
matter of fact, this power plant is now using roughly 24,000 truck- 
loads of cosd  

Mr. SKUBITZ. Would you jdeld? 
Mr. MCDADE. Sure. 
Mr. SKUBITZ. Was this line abandoned; is that what you are 

saying, and that has caused this? 
Mr. MCDADE. Yes. 
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Mr. SKUBITZ. It would be interesting to find out how much they 
are losing on that 15 mUes. 

Mr. RooNEY. We have just developed that question for the FRA. 
Mr. MCDADE. We think it is costing $6 million, and we think it is 

worth looking into. 
I sum up, Mr. Chairman, and thank you for the opportunity to 

appear. It is good legislation, and we think what you are trying to 
do is important. 

Mr. RooNEY. I want to commend you for your very fine state- 
ment. Thank you very much. We appreciate your appearance before 
the committee. 

The committee stands adjourned for 10 minutes for the purpose of 
voting. 

[Brief recess.] 
Mr. RooNEY. In the interest of time I think we will continue with 

the next witness, the Honorable John M. Sullivan, FRA Adminis- 
trator, Department of Transportation. 

STATEMENT OF JOHN M. SULLIVAN, ADMINISTRATOR, FEDERAL 
RAILROAD ADMINISTRATION, DEPARTMENT OF TRANSPORTA- 
TION, ACCOMPANIED BY RAYMOND K. JAMES, CHIEF COUNSEL; 
CHARLES SWINBURN, ASSOCIATE ADMINISTRATOR FOR FED- 
ERAL ASSISTANCE; AND MADELEINE S. BLOOM, DIRECTOR OF 
THE OFFICE OF STATE RAIL ASSISTANCE PROGRAMS 

Mr. SuLuvAN. We brought with us today, Mr. Ray James, our 
Chief Counsel; Mr. Charles Swinbum, our Associate Administrator 
for Federal Assistance; and Ms. Madeleine Bloom, who is in charge 
of the State programs to help the administrator be responsive. 

Mr. RooNEY. I wish the administrator would be responsive to the 
Chairman of this committee with more prompt notice of your 
testimony. It arrived last night at a quarter to seven. 

Mr. SuLUVAN. Yes, sir; I was just talking to Mr. Druhan about 
that. We will do our utmost to remedy those defects. 

Mr. RooNEY. Thank you very much. You may proceed. 

STATEMENT OF JOHN M. SULLIVAN 

Mr. SuLUVAN. Mr. Chairman, it is a pleasure to appear here 
today to testify on the progress of the local rail services program 
and to provide the administration's position on H.R. 8393, the 
proposed State Rail Freight Assistance Act of 1977, and related 
bUls. 

Before I discuss the specific legislative changes which are pro- 
posed in H.R. 8393, I would like to review briefly the status of the 
local rail services program. 

We are really dealing with two distinct programs, at the present 
time. The first, in terms of when it was enacted, is the regional 
program initially authorized by section 402 of the Regional Rail 
Reorganization Act of 1973. 

The 402 program became effective on April 1, 1976, and applies to 
18 States in the Northeast and Midwest. These are the States in 
which certain light density lines are located which were previously 
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owned by the bankrupt railroads but which were not transferred to 
ConRail or to other operating railroads. 

The regional program will terminate, under existing provisions of 
law, after 2 years, on April 1, 1978. At that time, the States in the 
program will become eligible to participate in the national program, 
authorized by section 803 of the Railroad Revitalization and Regula- 
tory Reform Act of 1976. The national program became effective on 
July 1,1976, and is scheduled, under current law, to terminate after 
5 years, on July 1, 1981. 

All 18 States are participating in the 402 regional program, 
although one State, West Virginia, has not yet moved beyond the 
planning stage. Of the potential 7,700 miles of lines currently 
eligible for assistance under the program, lines totaling approxi- 
mately 3,000 miles are being assisted. The lines eligible for assis- 
tance under 402 fall into three categories: 

One, lines formerly used by the railroads in reorganization but 
which were not designated for continued use in the Final System 
Plan or which were allowed to be discontinued because of the 
approval of a coordination project; 

Two, lines that have been authorized to be abandoned or service 
discontinued by the Interstate Commerce Commission after 
Januaqry 3, 1974; and 

Three, lines owned, operated or leased by a State within 5 years 
of the enactment of the act or with respect to which a State invests 
substantial sums for improvement or maintenance of service. 

Most of the 3,000 miles of line designated for assistance to date 
have fallen within the first category; that is, lines not designated for 
use in the Final System Plan. This category comprises the bulk of 
lines which are eligible—approximately 6,000 miles. 

To be eligible for 402 assistfince, a State must first develop a plan 
for rail transportation and local rail services. The costs of preparing 
this plan can be funded by up to 5 percent of a State's 402 share. 
Seventeen States have established such a plan. The total amount of 
funds, to date, allocated for planning is $2.8 million. 

In addition to planning, States may use 402 funds for three other 
key activities: operating subsidies to maintain rail service and 
supporting facilities, modernization or acquisition of rail properties, 
and the construction or improvement of nonraUroad-related facili- 
ties to accommodate freight previously moved by rail service. 

Of the $180 million authorized for the program, $112 million has 
been appropriated through fiscal year 1977. Another $54 million has 
just cleared the Congress for use in fiscal year 1978. As of July 1, 
1977, $66 million of the appropriations has been obligated. Funds 
are allocated to each State in accordance with a single factor 
formula based on the proportion of mileage eligible for 402 assis- 
tance located in that State. For the first year of the program—April 
1, 1976, to April 1, 1977—the Federal share of program costs was 
100 percent, and in the second year, 90 percent. 

Under the 5-year national program, $360 million has been autho- 
rized. $11.75 million has been appropriated through fiscal year 1977 
and $3.6 million obligated, all for planning activities. TTiirty-two 
States are eligible for assistance under the 803 program and, as of 
July 1, 1977, all 31 States which applied for planning grants have 
had their applications approved. 
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These States contain approximately 2,100 miles of lines now 
eligible for assistance. Under the national program, eligible lines 
are those which the ICC has authorized to be abandoned or lines on 
which it has approved a discontinuance of service. After the re- 
gional program is merged with the 803 program, on April 1, 1978, 
lines which were eligible under the regional program would con- 
tinue to be eligible for assistance under the national program. 

The 803 program is otherwise similar to the 402 program, includ- 
ing a phasing down of the Federal share, from 100 percent in the 
first year, to 70 percent during the final 2 years. More detailed 
State-by-State information is contained in attachment A to my 
statement [see p. 150]. 

H.R. 8393 and the related bills make several changes to both the 
regional and national rail services programs. Some of these changes 
would improve the programs. The major thrust of these bills, 
however, is to significantly expand the types of lines eligible for 
rehabilitation and maintenance assistance and to extend the period 
of 100 percent Federal funding for varying periods ranging from 3 
months to 15 months. H.R. 8393 proposes to extend 100 percent 
funding under the 402 program for 1 year, and under the 803 
program for 9 months. The 90 percent period for both programs 
would then last 6 months. 

Specifically, H.R. 8393 would extend coverage to lines subject to 
an abandonment proceeding before the Commission and those 
which a railroad has merely designated as potentially subject to 
abandonment. In terms of mileage, we estimate that approximately 
17,000 miles would be added to the 9,800 miles now eligible for 
assistance. 

We do not support such a major revision to the local rail services 
program at this time. It is our position that these programs should 
retain their initial purpose—which was to provide temporary assis- 
tance to ease the disruption to shippers and communities of discon- 
tinued rail service—until studies and planning now underway can 
better define the kind of freight transportation, rail or otherwise, 
the local area should receive. 

At the State level, the studies and planning are in the form of the 
State rail plans required by the act. For many States it is their first 
opportunity to survey their rail needs and to establish a comprehen- 
sive plan to meet those needs. The States under the national 
program are still in the process of designing their rail plans. These 
plans will address much more than just the lines now eligible for 
Federal assistance. Major new directions to the Federal program 
ought to wait on the results of this State planning effort. 

We are also at the planning stage, at the Federal level, of 
determining the proper Federal-State role in preserving essential 
rail services. 

The issue of the scope, extent, and impact of the uneconomic 
branch line problem is part of the Comprehensive Study of the 
American Railway System mandated by section 901 of the 4-R act. 
The financial impact of uneconomic branch lines on the railroads 
will be examined as part of the Railroad Capital Needs Study being 
conducted under section 504 of the 4-R act. A key element in the 
analysis involves a look at the likelihood that traffic originating or 
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terminating on branch lines will continue to travel by rail for the 
line-haul portion of the shipment in the event service is discontin- 
ued on the branch line. 

The basic purpose of these studies is to determine the importance 
of this matter to the overall financial health of the railroads, not on 
a line-by-line basis, but for the system as a whole. Doing this will 
enable us to examine the adequacy of the local rail services pro- 
gram in the light of a comprehensive picture of the branch line 
problem, and will shed additional insight as well on the appropriate 
Federal-State role in defining and preserving essential rail services. 
Any fundamental changes in the program prior to this time would 
be, in my opinion, premature. 

Pending completion of these studies and plans, the 4-R act title V 
railroad financial assistance programs, combined with the protec- 
tion afforded by the local rail services program, should provide the 
right mix of incentives. Railroads are encouraged to revitalize the 
economically viable parts of their systems and States have the 
means to preserve local services on those portions of the unprofit- 
able lines which are abandoned until long-term solutions to the 
local freight problem can be designed. 

The second major aim of the bills is to extend the period of 100 
percent Federal funding. 

We see no need or justification for the extension. We have now 
been operating some 4 months at the 90 percent level under the 402 
program. Most of the operating subsidy grants have been made and 
the States are agreeing to provide the 10 percent matching share 
required. In addition, a large number of accelerated maintenance 
and related projects have been undertaken, with the States agree- 
ing to provide the matching share. In two of these States, Ohio and 
Virginia, shippers have committed themselves to providing the 
matching share and are doing so now. We have no indication that 
any activities have been eliminated because of the inability of the 
States to provide the matching share. In addition, the availability of 
in-kind benefits have been useful to the States in meeting the 
matching requirements. 

With respect to the national program, we do not believe that it is 
necessary to extend the 100 percent period. Most of the national 
States applied for and were allocated planning grants during the 
period from December 1, 1976, to May 1, 1977. In no instance did 
they fail to participate for lack of matching funds. 

The bill also increases the total authorization for the national 
program from $360 million to $450 million. This increase is appar- 
ently intended to cover the added costs resulting from the expan- 
sion of the program and the extension of the 100 percent Federal 
funding period. We support neither of these proposals, nor do we 
support an increase in authorization. We believe that both the 402 
and the national progreuns are adequately funded. 

Now let me turn to those portions of the bill which are aimed at 
expanding State flexibility, and which, except for the extension of 
the 100 percent period, we generally favor. For clarity, I will refer 
only to the changes in the national program because those affecting 
the section 402 program are identical changes. 
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Sections 2(a) and (b) of the bill change the matching ratio period 
to provide ICK) percent Federal funding until March 30,1978, and 90 
percent for the next 6 months to September 30, 1978. The remaining 
periods would then coincide with the Federal fiscal year through 
September 30, 1981. We agree that the program years should 
coincide with the Federal fiscal years. As noted above, however, we 
believe that the 100 percent year should not be extended, but that 
the 90 percent period be extended 3 months until September 30, 
1978. This would promote smoother administration of the program. 

Section 2(c) permits a State to use excess in-kind benefits earned 
in one program year to match the State's share in a subsequent 
year's program. This provision is desirable in that it recognizes the 
multi-year aspects of a State's program. 

We agree with the intent of the provisions of section 2(c) which 
change the way the State matching share is determined. The 
amount of the State share increases from one program year to 
another. Projects begun in one program year may extend into the 
next program year. The way the statute is now written, the match- 
ing share is determined as of the date work is actually performed. 
We agree that this result is undesirable, but prefer a solution other 
than the one contsiined in H.R. 8393. H.R. 8393 fixes the time for 
determining the matching share as the initiation of any project. 
Since some projects would be funded with more than a single year's 
entitlement, we feel it would be unfair to continue a lower match- 
ing share throughout the life of a project. Instead, we recommend 
that the matching share for any annual entitlement be the one in 
effect at the time the funds are obligated to the State. 

We have difficulty with the last two sentences of section 2(c) and 
section 4. The apparent intent is to authorize multi-year projects 
and to permit States to initiate projects in advance of the Federal 
appropriation and approval process. We are opposed to these provi- 
sions. Based on our reading. States could initiate projects with their 
own resources and would subsequently receive Federal reimburse- 
ment. This would make it extremely difficult to control the pro- 
gram's funding level since State-initiated projects would tend to set 
a floor for Federal reimbursement. 

Similarly, if the project were already undertaken by the State, we 
could not review applications to determine whether a proposed 
improvement is cost-effective. In addition, reimbursement for past 
activities has long been disfavored in Federal programs generally 
because it would be impossible to ensure compliance with a number 
of Federal policies which are prerequisites to all Federal grants-in- 
aid. Rare exceptions have been made only in the most unusual 
cases. These policies include competitive procurement, civil rights 
and affirmative action measures, and recordkeeping for audit pur- 
poses. All of these are reviewed when the final audit of any 
federally-assisted project is made. If they are not followed, costs 
may be disallowed. (Consequently, the State should agree to comply 
with these Federal policies at the beginning of the activity to 
protect against disallowance of costs. 

Turning to rail planning, section 5(b) would establish a $10 
million ceiling on planning grants for each fiscal year through 
September 30,  1980. Under existing law, $5 million a year is 
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available for planning, through September 30, 1978. Planning is a 
highly essential component of the State involvement in rail trans- 
portation. However, we see no need for a specific authorization with 
a dollar ceiling. Rather, the law could specify that a percentage of 
each State's entitlement would be available for planning, the per- 
centage to be set either by law or by the secretary. The 402 regional 
program now contains such language, setting a 5 percent ceiling on 
planning. We favor this approach. In addition, we see no need to 
increase the limit on planning funds for the first two fiscal years of 
the program since they have already passed. There is no apparent 
need to reimburse States for work done during those years in excess 
of the amounts granted to them under their entitlements. 

There are two provisions of the existing statutes which we believe 
should be changed. These are the companion reallocation provisions 
of sections 402 of the 3-R act and 803 of the 4-R act. 

The reallocation provisions do not provide the flexibility that the 
States need to commit funds during the fiscal year. Under existing 
law, we are required under both programs to reallocate funds not 
used or committed by a State, immediately to the extent practica- 
ble, after the original allocation to the State. 

In practice, this requirement for expedited reallocations has not 
worked well. We recommend that funds be reallocated only if the 
State cannot use those funds by the end of the fiscal year. Proposed 
language to achieve this objective is attached to my statement as 
attachment B [see p. 155]. 

Section 10 of the bill would amend section la(4) of the Interstate 
Commerce Act to permit the Commission, in setting terms and 
conditions for abandonment or discontinuance of service, to require 
the applicant to grant trackage rights to another carrier or to the 
State or a locality to provide the service which would no longer be 
available due to an abandonment or discontinuance. 

The apparent purpose of the provision is to provide the State with 
the flexibility to obtain carriers other than the applicant. We 
recognize the value of this option to the States, and we support it. 
We will be pleased to work with the committee to tighten the 
language of the provision to assure that the viable portion of the 
applicant's system is not adversely affected. 

Further views on those portions of the bill dealing with the State 
rail assistance programs can be found in a section-by-section analy- 
sis of the bill under attachment C [see p. 156]. 

This concludes my prepared statement, Mr. Chairman, and I 
would be pleased to answer any questions. 

[Attachments A, B and C to Mr. Sullivan's statement, follow:] 



150 

IS      r. 

bu m r- 
omooirto^oooo'-'^'^ooooo     cj 

CMCMCMin 

s 
o 

9  P: 41
8.

34
9 

06
0,

99
2 

89
7.

50
0 

00
4.

31
5 

89
7.

50
0 

10
3,

97
8 

89
7,

50
0 

89
7,

50
0 

69
6,

21
5 

57
1,

72
7 

52
1,

92
4 

89
7,

50
0 

89
7,

50
0 

89
7,

50
0 

89
7,

50
0 

89
7.

50
0 

— ^ OJ wo r- CM^ 00 r- >— tih«A CO — ^ —   

CO     toac 
'O <          t~. Q. 

•8 iSdxSlS 

1 552^2: 

M 

>    • 
r^ o 

t-        VD r«. S U. ^— 
t- e -°s >- *> 
-s:^ o < » 

£c o 

ja « u 
< UJ 

^- c rtp; .- m 
UJ P> t^ars 
&I H* UJ u. 5 

(/>a. o>i- 

•  ••••••••••••••••a 
tAtnr^coLncsjmcntnmQQOOminiAiniA 

ocNj ooooo in^m * ^tjD'^'^ —* *     * 

s 

> m>— ^ ^     »- 

Sr^     t» D oi 00 I 
,—     eo mln^ I 

n n ro oo ^^ '^ '^ w rt 'n ^ o ^^ f^ ^ '^ ^ ^1 

I 

C < M Z 
O -iO »- o «-• 
m- .   z»-«      z 
D^ UJ UJ _J t/> O 
m F^ o UJ UJ ^^ 
« < OC        _JC9 

h- Ul U. M UJ 

^ »^ en ui 
3 O UJH- 

r) ^ te ^ CM o^ fn lO     m fsi 

eofw)cMMso^r-Oka3r-'»otoo'^<*>''^u> 

ui^r«*^OCNj*ror*cOQQ^-aJoo*r*. 
«n r*«>      n p—CM ^ ^-«r o (^      CM ^ 

8 o 

8 e 
c 
a 
a. 
M • o 

I 
8 J! 

8 S 
S 
* 
s 
44 

o u 
r> s 

fiS -pf 1 s a 



151 

•c 
s 

CO 1 s 00 
c g m 

» 
CM 

a> 
s 1 CC 

e S 
CO 

(-1 °1 5 c CM 
u 

O 00 
•a- s 

CM s o 
8 CO s >o 

n -» " tn *"* u> r— *n '*" •^ " 3 

^     •o b- 

"-11, 
a 

2 CM 

CM 
CM 
O 

g 
CM 
CM 

m 

en 

s. 
CM 

CM 
C7» 

s 
1 
CM 

in 
CM 

CO 

s 
>t     a. a. 

5 '^ 

1  •• 

21   3 2 

s to c\ 
c 
5 

o 
o 

CO 

1 CM 

s 

CM 

n 

s 

p 

;2' 1-11- 

t 
1 

V 

& 1 
;    o 

-j ; 1 i i 
1 

' 1 _ CO 

p-. - 

i 11 
1 

i 
(A 

CM 

GO 

a 
CM 

1 1 
in 

s 
z i '^ r» ^ - _a 
o 
Ui »~ 
2 
Ul IS 

5s i 
• r> 

CO 

2 
'<U. I 
.^ 3 

Si 

2^- 

s 
00 
in 

s 
CSi « s rt 

CM 

CS CO 

CM CM « Oi w m ' tn ;{2«" CM V '- * CM rw 

l- 
W1 ^ •< O z 

< 
a 

L 
=1 UJ 3: ^ i < 
O l/l vt UJ -J u z 

LU t/> a . S Vl > t/) < a 
ae - 1 i w 1 i Ul p{ 

1     «/> 1 > 
2 1    o z i2 t- o.   -- 

_J o l/» «j s 3 31    « z OC b VI:   t- 

s g -J s: i S 3 X £ UJ u s UJ 
1     (^ oe > > 3 1    3 a 



152 

h- UJ UJ 
>- O -IH- 
LL. »- CD < 

I <t- 
lA SO -J VI (*- '^ r^ O iM      o -^ 
5<UJ        — 

CO        OOC0«OO*k'>C0^QCM^«Q^iAOO«D'—CMt/>C4^0>r}r^Oa^«0 

OOQCMCMOU^raOOf—Vir^QOOQOOOtVCOOO 4 
^ OU>CSJOC0CMO'*>0^r-^-OVOOlAOCSJ«Ar—WOt4 £ 

<n .— PJCSlr—«n ,—CM ^^ (rt r— .— .— rO ^ .— — t— ^ •—»-.— .— r» r- f— r-  f— 

o>oo^oOii^ou^ir>^mr-o^o«oovo uimtA*—u)inu>i/i 

V^.—C\IC*Ji—eOr-»—OCMr-^0»n5r—r-O 
I ^- OD » CSJ P*> r 

000     f^ 

_j •—     -- 

i 
a 

csj m •—flo f*-00 ^^ o flo #0 CO r> CM p^ fo      «• * o o f^ c*i ^*'^-in * 10 * 
m r^ m to Oi i—r*i r1 CM F^ •—to h". cNj rn      ,—^ ,_ n P-CM ^ ^-en      r—c\j 

3 S 
a. o p o 00 

.a 
C   M 
o e 

j c « .c i 
>   C   K   «   I 
9 «i oi :^ ' 



153 

Obligations as of July 1, 1977 
Section 803 RRRR Act of 1976 

Section 803* 

AL $383,490 
AZ 100,000 
AR 244,552 
FL 192,000 
ID 44,000 
KY 170,156 
m 50.000 
NV 100,000 
NM 152,219 
ND 107,198 
OK 196.800 
OR 186.960 
SO 100,000 
TN 18.200 
TX 1 ,363.000 
UA 164.732 

$3,573,307 
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ATTACHMENT B 

Strike the fourth sentence of Section '102(b)(1) of the Regional 

Hall Reorganization Act of 1973 (t5 U.S.C. 762(b)(1), 

and the last sentence of Section 5(h) of the Department of Trans- 

portation Act (19 O.S.C. lesi) (R)), and Insert In 

lieu thereof In each section the following: 

"As soon as practicable after the close of each 

fiscal year, the Secretary shall redistribute 

among all States except Ineligible States and 

any State which chooses not to participate, 

the portion of the entitlement of any State 

which has not been approved for obligation 

by the Secretary during the previous fiscal 

year. 

21-6M O -78 - U 
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ATTACHMENT  C 

SECTION BY SECTION ANALYSIS OP H.R. 8393 
(Staggers, for himself and Mr. Rooney) 

H.R. 8 393 would amend Section 5 of the Department of Trans- 

portation Act 09 U.S.C. 1658), Section 402 of the Regional Rail 

Reorganization Act of 1973 (t5 U.S.C. 762), and Section la of the 

Interstate Commerce Act (1(9 U.S.C. la) to make a number of changes In 

the local rail services programs administered by the FRA, the most 

significant of which are the expansion of the eligibility provisions 

to Include two additional types of lines and to extend lOOJt 

Federal funding for an extra year. 

Sections 2(a) and (b) revise the program year to conform in part 

to the Federal fiscal year.  In addition, they extend the 

lOOJ period to March 30, 1978 (I.e., until the Northeast 

Regional States become eligible for assistance under the 

National program), and reduce the 90J period to six months 

from April 1, 1978 to September 30, 1978.  The remaining 

periods coincide with the fiscal years. 

Section 2(c) permits a State to carry forward to future years 

in-kind benefits credits which exceed the State's matching 

share for the year in which the benefits are provided. 

The meaning of the remaining sentences of subsection 

2(c) Is not entirely clear, but the bill can be inter- 

preted as offering a compromise between the positions of 
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the States and the PRA on the problem of how Federal/ 

State cost sharing is determined from year to year. 

The PRA has ruled that the program year during which 

work is performed determines a State's matching share. 

The bill could be construed to mean that the date on which 

work begins would determine the appropriate State share 

for the entire project regardless of when the work is 

completed or funds are obligated.  This should be cl'^ri'leU. 

The bill also appears to provide that whenever a 

project exceeds the unobligated portion of a State's 

entitlement, the State may complete the project at its 

own expense and seek reimbursement fxom future 

entitlement funds as they are appropriated and at the 

then prevailing matching share.  The apparent result of 

this provision is that a State's share could be different 

if it sought reimbursement rather than obtaining the funds 

front-end.  Thus, if a State starts a multi-year project 

and obtains funds front-end each year, it obtains such 

funds at the original matching share level.  If however 

a State does a project in one year which exceeds its 

entitlement, and It obtains reimbursement the following 

year, such reimbursement is at the matching share ratio 

then in effect.  Because the provision reads "the Secretary 

may provide" (inst»a4 ofo"the Secretary shall provide"), 

the bill appears to grant the Secretary discretion to 

refuse to reimburse a State for costs incurred during a 
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prior program year.  The bill does not, however, provide 

the Secretary with any guidance. This discretion 

nmy not have been Intended by the drafters and would be 

Inconsistent with the entitlement approach. In any event. 

It should be clarified. 

Section 3 amends section 5(k) of the Department of Transportation 

Act ("D.O.T. Act") {^9  U.S.C. 1651 § (5) (k)) to expand 

the categories of lines eligible to assistance to Include 

lines presently subject to abandonment proceedings before 

the ICC and lines which a railroad Identifies as 

"potentially subject to abandonment" pursuant to section la 

(5) (a) of the Interstate Commerce Act ("I.C.A.") 

CIS U.S.C. la (5) (a)).  It Is unclear whether the newly 

eligible lines are eligible only for rehabilitation and 

Improvement to the level "necessary to permit adequate 

and efficient rail service" but as a minimum to FRA 

class II track safety standards, or whether the reference 

simply requires that all rehabilitation and Improvement 

must be at least to class II FRA track standards.  Since 

rehabilitation and improvement constitute a major portion 

of operating costs, any limitation of this nature, if this 

_; •    is the Intent, could be of relatively minor significance. 

Section 1 forbids FRA from wltholdlng funding for a project 

solely because it did not have prior FRA approval. 

This could prevent PRA from assuring the Grantee 

complies with a number of Federally mandated policies. 

For example, we could not Insure that competitive 
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procurement practices were followed, that civil rights 

affirmative action programs were Implemented, 

or that adequate records were kept. We do not have 

the resources to examine State practices on a current 

basis and must rely on prior State committments and 

subsequent Federal audits.  In addition, traditional 

Federal policy In the awarding of grants is to 

provide assistance prospectively under the theory 

that scarce Federal funds should not be expended to 

reimburse recipients for the performance of an 

activity they have the capacity to do themselves. 

Section 5 Increases the authorization for the National program 

(§ 5(f) of the D.O.T. Act) from $360,000,000 to 

$'150,000,000. The available planning funds are also 

doubled to $10,000,000 and their availability is 

extended from three to five years.  As two fiscal years 

have been funded since the program began (FY '76 and FY '77), 

there is no need to provide an extra $5 million per year 

for those two years. 

Sections 6, 7, 8, and 9 amend section 'f02 of the Railroad 

Revltallzation Regulatory Reform Act ("RRRA") (I5 U.S.C. 762) 

to confonn to the changes made to § 5 of the D.O.T. Act. 

Section 10 amends Section la (4) of the I.C.A. to permit the 

ICC to include as a condition to the authorization of an 

abandonment or a discontinuance a directive awarding 
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trackage rights to another common carrier by 

railroad or to a State or a political subdivision 

for all or any portion of the applicant's railroad 

located within the State which the ICC determines 

to be needed in order to provide rail freight services 

which would otherwise be unavailable due to the 

abandonment or discontinuance.  While preserving 

the States'flexibility to utilize different carriers, 

we do not believe that the provision is drawn sufficiently 

restrictive to assure that the viable portion of a carriers 

lines are not adversely affected by the entry of another 

carrier. In addition, the provision should be modified 

to recognize that the abandonment or discontinuance 

certificate is not actually issued where a subsidy is 

offered and that such offers can be made to the carrier 

being grsuited the trackage rights. 

Mr. RooNEY. Thank you very much for that very fine statement, 
Mr. Sullivan. 

It was contended in testimony yesterday that one of the reasons 
necessary to extend the 100 percent subsidy for another year is that 
it took almost all of the first year to formulate the procedures. 

Ck)uld you please comment on this statement? Explain why there 
was such a delay in initiating the program, you or any of your 
colleagues. 

Mr. SULLIVAN. I would like Mr. Swinbum, our Associate Adminis- 
trator for Federal Assistance, to comment on that, as he worked 
through this period. 

Mr. SwiNBURN. Thank you, sir. 
I presume, Mr. Chairman, that the comment is relevant to the 

national program which in the year and one-half it has been in 
existence has so far provided primarily for planning funds to flow 
and not for any project funds to flow. The primary cause of that is 
the statutory requirement that a State must have a statewide rail 
transportation plan in place and approved before we can award any 
prpject funds. 

The procedures and regulations for the plemning funds were 
preliminarily published in Augtist of 1976, and the States were told 
to go ahead and use those preliminary procedures and regulations 
to pattern their State rail planning process. 
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We began to receive applications for planning funds, several of 
them, in the fall of 1976. The bulk of the applications we received 
from December through March of 1976 and 1977, and we processed 
those 30-8ome applications in that 3- or 4-month period and ap- 
proved them all by May 1. The 31 States are now all actively in the 
planning process, using planning funds, and we would expect 
around September or October to b^;in to receive the first plans 
from the States for approval so the States can then move into the 
project process. But the plan is a statutory prerequisite to the 
process. 

Mr. RooNEY. How long does it take you to approve a State plan, 
generally? 

Mr. SULLIVAN. Well, sir, we would naturally say that it varies 
with how many we have arriving at once, but our goeil for such 
things is 4 to 6 weeks. 

Mr. FLORIO. Would the Chairman yield? 
Mr. RooNEY. I would be happy to yield. 
Mr. FLORIO. I would commend you for reading the testimony of 

representatives from various State transportation departments that 
was presented to the committee yesterday. It was a cross-section of 
not only those taking part in the national program, but those taking 
part in the regional program. The gentleman from West Virginia 
who was here was particularly forceful in feeling that FRA had not 
been dealing in an expeditious manner with the applications. I 
think it is fair to say their general conclusion was the need for this 
bill resulted from FRA's delays in going forth with the rules and 
regulations and even more importantly than that, in the inter- 
change of information going back and forth, that even after the 
rules and regulations had been published, that trying to get infor- 
mation smd trying to get approvals for the various modifications of 
the plan had dragged out to the point that they were far behind 
their own timetables. 

So I would just suggest that if you get a chance, you might take a 
look at that in order to address any of the legitimate criticisms that 
might be made. 

Mr. SuLUVAN. Yes, sir, we will. 
Mr. FLORIO. Thank you, Mr. Chairman. 
Mr. RooNEY. There has been no money spent for rehabilitation in 

the Northeast; is that correct? 
Mr. SuLUVAN. No, sir, that is not my understanding. The moneys 

are essentially planning moneys. Enclosed with our submission to 
you is a summary table for the Northeast which includes, as I see 
here, $747,100 for the State of Maine, $78,683 for the State of New 
York, totaling $2,429,775 for rehabilitation. That would be Title IV 
funds obligated or committed as of July 1977. 

Mr. RooNEY. In other words, you have only expended  
Mr. SuLUVAN. As you can see to the left, accelerated mainte- 

nance funds have been obligated to the total of $17,276,749. 
Mr. SwiNBURN. One can get into quite an argument, Mr. Chair- 

man, with railroad people as to what actually constitutes rehabilita- 
tion, but as far as the simplest definition, that is putting money into 
railroad track to improve it so that operations can be conducted at a 
faster and safer speed. Both the accelerated maintenance column 
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and the rehabilitation column in this chart would represent that 
kind of investment. 

Mr. RooNEY. Yesterday we heard testimony that Delaware, Mary- 
land, and Virginia find it necessary to combine their eligible funds 
in order to continue operations of the lines in the Delmarva 
Peninsula. Would you favor such a proposal? 

Mr. SULLIVAN. Yes, and I would like Mr. Swinburn to comment 
because we have had recent discussions on that subject. 

Mr. SWINBURN. That is an avenue of funding those States have 
been pursuing probably for about three quarters of a year. In 
January, we presented Delaware with an outline of the economic 
case that should be made to allow such fundings. We asked them to 
prove that in making the investment of their money in Virginia 
there would be benefits which would accrue to Delaware and to 
Delaware's branch line program. 

About 3 weeks ago, Delaware presented us with such evidence. 
We have been analyzing it for the past 3 weeks. As of now, it looks 
to be satisfactory evidence, and we anticipate approving very, very 
shortly the transfer of $200,000 from Delaware s account to Vir- 
ginia's account to maintain service on the Delmarva Peninsula. 

Mr. RooNEY. On page 3 of your testimony, you state, as of July 1, 
1977, only $66 million of the $112 million appropriated has been 
obligated. I wonder if you can explain why this amount of obligation 
appears to be so small? 

Mr. SuLUVAN. Well, we don't feel that the obligations are that 
small. Within the next 3 weeks, there will be an additional $37 
million of obligations, and jt is very likely at this point that by 
September 30 we will have obligated the full $112 million. 

There are some of the things that involve title searches, metes 
and bounds surveys and appraisal work that necessarily delay the 
obligations, but those are all in the natural course of business. So I 
guess I would say we would have these funds all obligated by 
September 30. 

Mr. RooNEY. In other words, it wasn't a bad estimate; it was just 
a matter of delaying getting the program under way? 

Mr. SULLIVAN. Well, certain things are amenable to moving 
ahead more quickly, such as the accelerated maintenance projects, 
but where there is more extensive planning or complex planning 
involved, it just naturally takes longer to get that done and get the 
funds obligated. 

Mr. SWINBURN. Additionally, Mr. Chairman, if I may, the 
railroad work, as you know, is particularly seasonal, particularly in 
the northeast part of the country, and the funds that became 
available on October 1, at the beginning of fiscal year 1977, in most 
of the States in the Northeast, could not be put into full construc- 
tion work until perhaps May, when the ground began to thaw; so we 
are now in the active construction season. 

There is a chart attached to the testimony entitled, Title IV Rail 
Service Continuation Assistance, Estimated New Obligations Cur- 
rently in the Pipeline, and you will see there are $2 million in 
obligations which we are actively processing, the bulk of which we 
expect to get out in the next 3 to 4 weeks, and large amounts of 
those are for maintenance or rehabilitation-type work. 
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Mr. RooNEY. Most of the money you have obligated has been at 90 
percent, with the 10 percent coming from the State or shippers, as 
you pointed out in the testimony. Isn't the purpose of the bill we 
have to give the States additional time so they can participate in 
100 percent of the funds? 

Mr. SuLUVAN. Subject to Mr. Swinburn's description of the statu- 
tory sequence, I would say that the intent is to provide a bridge for 
the discontinuance of lines subject to abandonment and then in that 
timing, it has an increasing State share. 

Mr. RooNEY. On page 4 of your statement, you state that approxi- 
mately 2,100 miles of lines are now eligible for assistance in the 
nationwide program. In your judgment, do you anticipate that this 
number of miles will increase substantially as more lines are 
designated for abandonment? 

Mr. SuixiVAN. Yes, sir, actually at the first count on this we had 
800 miles—I think that was August 1, 1976—which was the initi- 
ation point of the program. Then in February, following February 2, 
we had gone up to the 2,100 period, so that, depending on the 
particular abandonment circumstances, we feel there may have 
been a rush of this because of the 4-R act. It is logical this might 
taper off under the indicated 2,000-a-year level, but eventually 
supposedly up to the full 17,000 that we see there. 

Mr. RooNEY. Of the 2,100 miles eligible for assistance, how many 
of the miles are presently being subsidized? 

Mr. SuLUVAN. Those 2,100 miles, Mr. Chairman, I don't believe 
we have even seen activity on. In other words, these were subse- 
quent to a cutoff date so that I don't think the States involved have 
even come to us with plans affecting these 2,100 miles. 

Mr. SwiNBURN. Technically, because the States are in the plan- 
ning process, none of the 2,100 miles could be subsidized. In addi- 
tional conversation with the States, as far as we know, it appears 
that very little, if any, of that 2,100 miles is desired to be subsidized 
by the States. We don't have any major readings that the States 
want to subsidize a significant number of that 2,100 miles. 

Mr. FLORIO. Would the gentleman yield? 
Mr. RooNEY. I would be happy to yield. 
Mr. FLORIO. I find it difficult to understand how you can make 

that evaluation if the prerequisite is the planning, and the planning 
hasn't been completed, of the 2,100 miles. Is this on the national 
plan? 

Mr. SwiNBURN. Yes, sir, outside the Northeast. 
Mr. FLORIO. HOW do you ascertain what the initial inclination of 

the State is if, in fact, the planning hasn't gone forth? 
Mr. SwiNBURN. No. 1, all of these 2,100 did get through the 

process in 1 year, which indicates they probably were not seriously 
opposed at the ICC. Additionally, even though the 4-R act, as 
passed, allows for an offer of subsidy to be made to keep a line 
going, notwithstanding our program, but the new procedures allow 
for that to happen, none were made on these lines. 

Additionally, we are in constant contact with most of the plan- 
ners in the national program. Most of them, even though they have 
not gotten to putting a plan on paper, do know and are generally 
aware of what is going on in their state rail environment, and, in 
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conversations with them, we haven't gotten any indications that the 
lines that have been abandoned have been bothersome to them. 

I think it may be a phenomenon that we could have anticipated 
and expected because the fact they came up quickly, went through 
without opposition, means there is nobody out there—1 shouldn't 
say nobody, but a significant number of people out there—suffering 
by virtue of it. 

Mr. FLORIO. 1 understand. Thank you very much. 
Mr. RooNEY. On page 4 of your statement, you state that $3.6 

million of the nationfd program has been obligated for planning 
activities. Since no funds have been obligated for operational cost or 
maintenance rehabilitation, is it not true that these States will not 
receive any subsidy at 100 percent? 

Mr. SULLIVAN. I would like Mr. Swinbum to reply to that. 
Mr. SwiNBURN. That is correct, Mr. Chmrman. The way the law 

now reads, when the work is done determines the matching share, 
and since most of the planning statements were approved by May 1, 
and the planning is now going on and being paid for, it will be at a 
90-10 share, and any additional projects will also be at 90-10 share 
or less. 

Mr. RooNEY. This is the purpose of the bill, to give the States the 
benefit of the 100 percent funding by the Federal Government. 

Mr. SwiNBURN. We believe that the reason 100 percent funding 
on a program which benefits primarily the local community and the 
States should exist is because at the initiation of any program, 
particularly in this program, the States haven't had time to find 
any share of their own. That is why I believe the first year was 
made 100 percent, because the program came so quickly that the 
States wouldn't have time to put in place the budget appropriation 
mechanisms to come up with 10 percent, wouldn't nave time to find 
matching shares. 

We don't have any indication that the States in the Northeast or 
the States in the nationwide program are having great difficulties 
in coming up with the 10 percent shares. Our matching share 
regulations we believe to be very liberal. Any State which has 
turned its mind to it has  

Ms. MiKUiSKi. I didn't hear that. Did you say they do or do not 
have difficulty in coming up with the 10 percent? 

Mr. SwiNBURN. Our experience so far is that inasmuch as the 
planning process is going, the States have come up with their 10 
percent. They are using it now; nor have we heard of any serious 
difficulties in States coming up with their 10 percent for subsequent 
projects which will be coming up after the planning phase. 

Mr. FLORIO. If the gentlelady would jdeld, you are not into 
subsequent projects yet in any massive way? You mentioned three 
or four States that have preliminarily become involved in rehabili- 
tation. Again, on the basis of what? Do you have applications in for 
actual rehabilitation? 

Mr. SwiNBURN. In the Northeast we are funding and will have 
funded by September 30, $112 million worth of projects, and the 
States in the Northeast are providing their 10 percent matching 
share and have been since April 1 on a day-to-day basis for a large 
part of that and are not having difficulty. 
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Again, sir, our in-kind benefit regulations are quite liberal, and a 
lot of States are using the in-kind benefit regulations to provide the 
10 percent match. 

Mr. FLORIO. Your assumption before about the 100 percent, I 
think you make just ae «>dequate a counter\'ailing argument that 
the intent of the Congress was to provide for the 100 percent for the 
rehabilitation, and inasmuch as it has taken perhaps an inordi- 
nately long period of time for the application procedures, the rules 
and regulations and plans to be approved, it was clearly not the 
intention to use up the period of time when the 100 percent would 
be available putting plan formulas together. 

The clear intent of the Congress was to make the 100 percent 
financing period available during the actual rehabilitation. It is a 
rehabilitation bill; it is a maintenance bill. I am just not sure I 
accept your philosophy as to why you would oppose the 100 percent 
extension period because now we are getting into the actual reha- 
bilitation when the Congress wanted to have the first year of that to 
be provided at the 100 percent ratio. 

Thank you. 
Mr. RooNEY. I received, 72 hours in advance of this meeting, a 

statement which will be delivered following you by Ms. Barbara 
Adams, Legislative Vice-Chairperson of the Railroad Task Force for 
the Northeast Region, and, as I recall, in her testimony she is 
saying that the States throughout the Northeast Region of the 
United States support this legislation, and she has copies of letters 
from the Departments of Transportation of 12 States in support of 
the extension of this legislation. Are you telling this committee that 
you haven't heard from the States with respect to 100 percent 
funding? , 

Mr. SwiNBURN. Mr. Chairman, I am sure the States support this 
bill, and just as a point of fact, I am not sure whether she is 
specifically saying they support the 100 percent extension or the 
expansion of the bill into nonabandoned lines. 

Mr. RoONEY. They do support both. But they also support the 
extension of the 100 percent. 

The Chair recognizes the gentleman from New Jersey. 
Mr. FLORIO. Thank you. 
Most of the questions I had were asked and dealt with in the 

diedogue. 
One point, as a courtesy to the Chairman of the full committee, 

reference was made to West Virginia as being the only State that 
has not had plans that have been approved yet. I would appreciate 
it, not necessarily now, but for the record as soon as possible, if you 
could provide to the committee a detailed statement as to the 
obstacles and problems that have presented themselves and your 
expectation with regard to West Virginia's planning proposal with 
regard to when it is going to be approved. 

Mr. SwiNBURN. May I speak to that now? 
Mr. FLORIO. Certainly. 
Mr. SwiNBURN. The State of West Virginia, for reasons of its own, 

chose to take the planning process very carefully and apparently 
not to try to expedite the planning process, I think, in large part 
because they only had 40 miles in the State eligible for the program. 
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The State submitted to us a plan on the 20th of July, about 2 weeks 
ago. We have looked at it, have conducted a large part of our 
preliminary analysis of that plan, think it is a good plan, and would 
expect to approve that plan within the next several weeks. But the 
plan was received only 2 weeks ago. 

Mr. FLORIO. I am sure the Chairman will be happy to hear that. 
On page 7 of your testimony, you make reference to the fact that 

"railroads are encouraged to revitalize the economically viable 
parts of their systems and States have the means to preserve local 
services on those portions of the unprofitable lines which are 
abandoned until long-term solutions to the local freight problem 
can be designed." 

Are you talking about general revenues? You are confident the 
States can go into general revenues to provide for the maintenance 
of these lines until long-term solutions are worked out, or do you 
know something with regard to specific alternative sources of 
funding? 

Mr. SULLIVAN. It is really the essence of the two programs, as I 
understand it, that this provides the State the mechsmism to receive 
Federal assistance funds for lines which they determine to be 
economically viable to keep alive. 

Mr. FLORIO. YOU are making reference within the framework of 
the program? 

Mr. SULLIVAN. Of the existing legislation; yes, sir. 
Mr. FLORIO. IS it my understanding that you do not support the 

intent of these bills which is to, I suppose, liberalize the ability of 
railroads that are not yet approved for abandonment to take part in 
the subsidy program? 

Mr. SULLIVAN. Yes, sir; that is correct. 
Mr. FLORIO. Are you familiar with the argument that has been 

raised by a number of people that by waiting for actual approval of 
a line to be abandoned, we are almost ensuring that the line will 
never come back because the process of abandonment almost re- 
quires that people who are on the line go look for alternative modes 
of transportation, you lose carriers, and therefore by the time the 
Federal Government under this program comes in to upgrade the 
tracks, potential business is gone, that the rationale for this being, 
well, if we can see that a line is having a problem, rather than wait 
until we lose all the potential business off of the line as a result of 
total abandonment, maybe we should become involved in upgrading 
the track and making a marginal track able to be viable by the 
improvement? 

Mr. SuLUVAN. I am aware of all that. I think what we jire 
addressing ourselves to is that we see that we are looking at an 
extremely expansionary effect on budget requirements which we 
don't support. We feel it would be setting a precedent for funneling 
public grant funds into private sector rail operations, which we 
don't support, and there are the obvious possibilities for collusion 
between a State and a railroad which are undesirable, so I would 
say we have examined these things all extremely carefully in 
arriving at the position that we are informing you of 

Mr. FLORIO. I don't follow exactly why you say we are talking 
about an expansionary impact upon the allocations. All we are 
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doing is providing an alternative method for getting the fixed 
amount of moneys that are authorized and appropriated to the 
appropriate railroads. We are not teilking about, by definition, 
increasing the amount of money. We are talking about saying that 
the amount of money that is fixed, whatever it happens to be, 
should not be just available to go to railroads that have already 
been proved to be absmdoned. Rather, before ^^e get to that point 
when the railroad is effectively gone, maybe we should allow 
moneys to go to those railroads that are marginal, that are on their 
way to go, that have not yet been approved and thereby probably 
save some money and certainly save the business. 

Mr. SULLIVAN. I understand what you are saying. Let me have 
Mr. Swinbum address himself to that. 

Mr. SwiNBURN. I think the budget effects that bother us. Con- 
gressman Florio, are that vou are talking about expanding the 
program from approximately 9,800 miles now, to an additional 
17,000 miles, to about a 27,000-mile program instantly. 

Mr. FLORIO. Let me follow what you are sajdng. You are saying 
that as a result of the change in methodology, conceivably more 
lines would be eligible for the money that is available under this 
program? 

Mr. SwiNBURN. That is right; not just conceivably, but the defini- 
tions contained in the bill do incorporate that many lines. 

Mr. FLORIO. Isn't it the case that all that you are going to have to 
do is you will have to pick and choose with more discretion and 
hopefully put the money into those lines that can be saved in a 
more effective way than by waiting for a line to go through the 
whole abandonment process? So we are opening, perhaps, more 
lines that are eligible for the money, but hopefully will be using 
that money towards those lines that are more effectively able to be 
assisted? 

All I am trying to point out is you are implying there is a certain 
inevitability of higher amount of money to go for larger amounts of 
lines. I don't think that follows. 

Mr. SwiNBURN. It would obviously be foolish to say that it is 
inevitable. I think it leads in that direction. There is, as I under- 
stand, in several of the bills already an expansion of authorizations 
from $360 million to $450 million accompanying this expansion of 
eligible lines. Potentially, the bill could be much, much more. 

"The northeast lines which are presently being operated under 
subsidy by the States, and that is 3,000 miles, presumably are 
serving some legitimate local economic purpose. Those lines pre- 
sumably those States would continue to subsidize under this pro- 
gram, and then we are going to add in those States a universe of 
lines on top of that program. 

It seems to me that the demand just in the northeast region, 
itself, would have to be greater than the existing funds which are 
already being used to keep 3,000 miles of line operating to serve 
shippers and local communities' economic needs. The same we 
would expect would happen to the nation. There is some core of 
lines which, when abandoned, the States may choose to continue to 
operate under subsidy. We are going to add to that core of lines 
17,000 more which are still in the system. 
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Now what bothers us about the 17,000 miles that we are going to 
add, which are still in the system, as they are in the private sector 
system, they are the responsibility of the railroads to maintain and 
provide service over. 

We all know throughout history in the past a lot of those tyi>ea of 
lines have not gotten that proper treatment, which is why we have 
the problem facing us today. But the 4-R act was passed in February 
1976, with the intent of changing that situation, returning the 
railroads to viability, so they could maintain all of their system. We 
are providing financial assistance to the railroads in the form of 
loans and loan guarantees to support the main-line sections of their 
system. 

Mr. FLORIO. Are you tfilking about title III? 
Mr. SwiNBURN. Yes, sir. And this program would come in and 

provide grants to the private sector to supj)ort other parts of the 
system. And we are saying that in 504 and 901 studies we are 
looking at the whole system and would propose to present to the 
Congress proposals to deal with financied needs and Federal and 
State lending relationships vis-a-vis the railroad industry, which 
would address the whole system, the main lines and the branch 
lines, but we feel it would be premature now to put Federal grant 
money into private sector railroad pockets to maintain lines they 
should be maintaining themselves if they were profitable and were 
functioning as they are supposed to function, as the 4-R act meant 
them to function. 

Mr. FLOHIO. The only observation I would make is that you are 
late. The Congress made the decision that the key point is the 
public interest; that we are aware of the fact that the abandonment 
or potential abandonment of lines does have an adverse impact 
upon the economies of our States, particularly in the Northeast, 
and, therefore, to say that it is a private sector obligation or 
responsibility, the whole involvement of the Federal Grovemment 
came notwithstanding our realization of the private sector involve- 
ment and responsibility, because we felt that the private sector was 
not doing what it should be doing in certain areas. 

The branch line area is one that is clearly a problem with regard 
to the economies of our States, and so I think the argument and the 
whole discussion has to be dealt with not so much on private sector, 
public sector, not so much on what potentially may be the amount 
of money that is required to deal with these 17,000 miles of lines, 
but we are going to have to meike a decision as of now on this 
particular point as to whether it is cost-effective to wait until a line 
is abandoned before we put any money into upgrading the 
maintenance. 

I would suggest to you, in my opinion, it is not cost-effective to 
wait to that point; that we should make the decision that if a line is 
in jeopardy, marginal, and it is important to the area's economy, 
that it is much more cost-effective to put the money in at an earlier 
stage and then make a determination with regard to the limited 
amount of dollars that we have as to where the priorities should be. 

Making decisions on priorities is what we are all supposed to be 
doing. I don't think it is appropriate just to reject the methodology 
that is contained in this bill because it may lead to more demands 
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on the limited dollars. We will deal with the more demands at a 
later time whether they sire justified or not. 

You did touch on title V. Let me ask you a question. How is that 
going? Are the applications being expeditiously considered, hope- 
fully in a more expeditious fashion than some of the plans were 
under this title? 

Mr. SuLUVAN. Yes, sir, they are. Actually under both section 505 
and 511 actual obligation guarantees and preference share funds 
are being put out. 

Mr. FLORIO. Have agreements been signed with any railroads? 
Mr. SuLUVAN. Yes, sir. 
Mr. FLORIO. What railroads? 
Mr. SwiNBURN. A loan guarantee agreement has been signed with 

the Missouri-Kansas-Texas Railroad, a preference share agreement 
with the Milwaukee Railroad, and we are shooting for, by the end of 
this month, to sign preference share agreements with three other 
railroads. 

Mr. FLORIO. HOW many railroad applications have been submitted 
to take part in the progrsim? 

Mr. SwiNBURN. We have applications probably in the vicinity of 
six or seven railroads. Some of them have multiple applications in. 
We are actively negotiating now with two railroads, in addition to 
the two that are out, and are just about to commence negotiations 
with the other railroads. 

Mr. FLORIO. What is the breakdown between preference share 
agreements and loan guarantee agreements? 

Mr. SwiNBURN. In applications there are about $450 million 
worth of preference share applications, about $175 million worth of 
loan guarantee applications. 

Mr. FLORIO. Have there been difficulties in negotiations on the 
preference share agreements with regard to disputes, as to what the 
authority of FRA is in matters that are traditionally regarded as 
managerial prerogatives? 

It has been brought to my attention there is some feeling that the 
statutory requirements are being exceeded in terms of the demands 
that FRA is making as to managerial prerogatives that the compan- 
ies are used to exercising. Has this been brought to your attention? 

Mr. SULLIVAN. I would like to respond to that, if I may, Congress- 
m£ui Florio. We addressed ourselves to that early on, emd actually 
with Mr. James, our Chief Counsel, and Mr. Price, the Special 
Assistant to the Secretary, and Mr. Swinbum, an exhaustive 
amount of time was put into going over, line by line, these regula- 
tions, to be sure that they were softened in every way possible, and 
we actually conferred with the principals of some of the major 
railroads who are applying for help with the Secretary, and we 
have, I think, put these agreements out in a way that we have 
answered most of the severe problems that they were bringing up, 
and I think we have workable agreements that will be landmark 
assistance to railroads that require it. 

Mr. FLORIO. Thank you very much, Mr. Chairman. 
Mr. ROONEY. MS. Mikulski. 
Ms. MIKULSKI. Mr. Sullivan, I would like to go to page 5 of your 

testimony for a second and to paragraph 3, in which you say, "We 
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do not support m^jor revision to the local rail services at this time," 
and you go on to say, "until studies and planning now underway 
can better define our needs." 

That sounds terrific, but when do you think these studies will be 
done. I find one of the problems in the Federal Government is 
everybody says we want to study the problem, and then we study 
the studies, and then we study the people who did the studies, and I 
just wonder what kind of time we have here, if you have a time line 
where you think they are going to be completed? 

Mr. SULLIVAN. Actually the completion dates were msmdated by 
the legislation. We currently have, for the 504 study requested, and 
our request is at 0MB now for extension of the deadline so the 504 
and 901 studies will be completed simultaneously, and the date for 
that is the middle of January of 1978. 

So these studies are, I guess, very comprehensive and having gone 
through the section 503 classification studies, and so forth, I can 
assure you that they are not nebulous; they are extremely detailed 
and getting into voluminous amounts of detail that when properly 
analyzed I am sure will be very beneficial. These studies mandated 
by the act are what we are talking about, and they will be available 
to us in January. 

Ms. MiKULSKi. The study will be done by January, and when will 
the analysis be done? 

Mr. SuLUVAN. The analysis is part of the study. 
Ms. MiKULSKL So it will all be completed and available for us for 

our review and oversight in January 1978? 
Mr. SuLUVAN. Yes. 
Ms. MiKULSKi. When the States were here yesterday, they were 

quite positive in discussing the work with you, particularly the 
criteria in which there has been a great deal of flexibility regarding 
matching in-kind. They thought that was terrific, but they had 
other problems. They kept talking about the need for flexibility, 
that one of the things we should emphasize legislatively and encour- 
age administratively, was flexibility, and the other was the issue of 
input. 

They felt in many instances they learned about rules and regula- 
tions that will affect State planning decisionmaking and State 
legislative priorities when they read the Federal Register. 

The success of this program really depends upon a very close 
collaborative relationship with States. I wonder what processes and 
procedures have been established for States to be involved in input 
and to participate in setting up the rules and regulations so they 
can be workable. Could you elaborate on that? 

Mr. SuLUVAN. I would like Mr. Swinbum to address himself to 
that. 

Ms. MiKULSKi. Who is this lady with you? 
Mr. SwiNBURN. Ms. Bloom is in charge of our State assistance 

program. 
MB. MiKULSKi. I would like to hear from Ms. Bloom, in addition. 
Mr. SwiNBURN. That is a very appropriate question for Ms. Bloom 

to deal with. 
Ms. BLOOM. I would be glad to respond. 
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There are several ways we have involved the States in addition to 
allowing for comment on proposed rules and regulations. When we 
do go out in the Federal Register, the pieces are not final, of course, 
and the States do respond if they want to. At this point, we are 
going out with advanced notice on a point to allow States and others 
that are interested in the program such as AAR, labor, et cetera, to 
respond long in advance to an actual proposed rule, even. 

Another way we work with the States is informally we will sit 
down and have meetings with the National Conference of State 
Railway Officials, which, I believe, was represented before you by 
Mr. Clifford Elkins. I am not sure. But he is a professional staff 
member for the group there, associated with the American Associ- 
ation of State Highway and Transportation Officials. We work with 
them informally before we go out with definitive notices on rules 
and regulations. 

Another way that we deal with the States is that in my office we 
have a professional staff member who is assigned a number of 
States individually to work with. They are continuously on the 
phone with the States, answering their problems, helping them 
expedite the application process from the State end, and each State 
that deals with the project phase of the program subsidy or rehab is 
aware there is a specific person assigned and working with this 
intimately. 

We have established a field position, what we call directors of 
Federal assistance in the field. 

Ms. MiKULSKi. Could you tell me how many people you have in 
your office, how many are in Washington, and how many in the 
field? 

Ms. BLOOM. In the State office there are a total of 17 people that 
actually have something to do with the State subsidy program. 
There are six, approximately, handling the project. 

Ms. MiKULSKi. Is that six of the 17? 
Ms. BLOOM. Yes, that handle project work, and then there are 

approximately four heads of division that hemdle plauining activities 
and provide technical assistance to the States. We also have direc- 
tors of Federal assistance in the field, one for each of the five 
Federal Railroad Administration regions, and they are available 
right out where the problems are to meet with States and to help 
them on any questions that come up. 

Ms. MiKULSKi. Do you think that is adequate? 
Ms. BLOOM. That is a difficult question to answer. I think we are 

getting the most out of the existing staff. 
Ms. MiKULSKi. I would be disappointed if you didn't say that, Ms. 

Bloom. 
Ms. BLOOM. We do feel, especially as the program moves into the 

national States, which are only in planning now, but are going to be 
developing their plans and needing more technical assistance, that 
we need more help in the field, and the Department of Transporta- 
tion has a very large field staff in its Federal Highway Administra- 
tion, and as a source of economy, to use people that are already 
there, we have agreed from Federal railroads to reimburse Federal 
highways to give us assistance in the field on general grant 
procedures. 

21-684 0-78-12 
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Ms. MiKULSKi. You are thinking about changing, using them? 
Ms. BLOOM. Yes, for some grant work assistance. 
Ms. MiKULSKi. Is that something that is going to have to come 

before us for approval? 
Ms. BLOOM. NO, I don't believe so. 
Ms. MiKULSKi. I would like to go on record saying I have very 

serious reservations about that, Mr. Sullivan and Ms. Bloom, be- 
cause I find people who work with highways, and that is essentially 
what it has been, have a very different attitude than redlroads. 

Ms. BLOOM. Let me qualify. They will have no authority over the 
program. What they are going to be doing is the general type of 
grant work, answering questions about how to fill out forms, get 
things cleared that are the same in all grant programs. They will 
not be handling the substantive portion of the work which will be 
retained by the Federal Railroads totally. 

Ms. MiKULSKi. It comes down to a question of prioriti9s, and I 
happen to think railroads are a priority, particularly in the North- 
east Corridor. They are absolutely critical to our whole energy 
program, and to the economic development of the Northeast Corri- 
dor. One of the things that has been my observation over the past 
20 years is that the whole transportation industry has been cap- 
tured by the highway lobby. It has dominated our transportation 
thinking. One of the reasons we paved over America is because of 
that thinking. One of the reasons our railroads are neglected is 
because we capitulated into that kind of thinking and then to say 
we are going to delegate technical assistance to the veiy people who 
never gave us priority in the first place, I just wonder. 

Ms. BLOOM. It won't be technical assistance even, and they will 
have no authority over our program. I might add— 

Ms. MiKULSKi. Then why give it to them? 
Ms. BLOOM. Because we need more people to answer questions 

how to fill out forms, what is affirmative action, what is a civil 
rights form, what do I do on this, what does competitive procure- 
ment mean? These are things anyone who is associated with a grant 
program can answer without telling you to build a highway or to 
build an airport. 

Ms. MiKULSKi. I just wonder what priority we are going to end up 
with. If a person has 15 phone calls, who gets what? I just want you 
to know, without dragging out this hearing, that I really have very 
serious reservations about it. 

What do you do in your programmatic activity that encourages 
States to collaborate with each other? A State like Iowa, or Massa- 
chusetts, could come up with its own railroad plan, but it ultimately 
has to connect to Connecticut, New Jersey. How do we encourage 
cooperation and collaboration? 

Ms. BLOOM. I think the States get at that through their develop- 
ment of the State rail plans. They are free to coordinate with other 
States on lines that are both interstate or problems that are 
intrastate through the planning process. 

Mr. FLORIO. Will the gentlelady yield? 
Ms. MiKULSKi. Yes. 
Mr. FLORIO. On the same vein, what, if anything, does FRA do or 

require themselves or regard themselves as required to do to en- 
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courage the States to negotiate with the railroads, and I have 
specifically in mind some of the comments that were made yester- 
day by some of the State representatives, particularly the represen- 
tatives in the region who have been dealing with Conrail. All of the 
comments universally were that ConRail was not cooperating, that 
ConRail didn't seem to be doing anything to encourage business to 
go to the branch lines; it wasn't out canvassing, looking for business 
in any way, and, in effect, Conrail had effectively—and I don't 
think it was a misstatement—written off the branch lines and was 
concentrating effort on the main hne. 

Do you regard it as part of your responsibility to urge or to get 
ConRail involved in attempting to make the branch lines viable, 
such that they can be saved, and that we don't have to ultimately 
go to abandonment and have the Federal Government come in and 
subsidize? 

Mr. SuLUVAN. I think ConRail, by their mandate, is a quasi- 
private corporation, and, as such, of course, are struggling to get to 
at least a breakeven position. I would think as a part of their 
marketing and economic analysis it would be to their great self- 
interest to be interested in the branch lines and specifically where 
there would be traffic originating or terminating on branch lines so 
that they specifically avoid situations where they would end up 
losing business if specific branch lines were put out of service. I just 
think it is their business judgment. 

Mr. FLORIO. YOU would say it is not your business then? 
Mr. SuLUVAN. As an interested citizen, user of the Northeast 

Corridor  
Mr. FLORIO. Even above that, as someone who has something to 

do with the parceling out of money under this prograun, I would 
think it would be in FRA's interest to attempt to encourage the 
maximum development of potentially abandonable lines so they 
don't get to the point of being abandoned so as to be able to take 
part in the process. 

The argument of the gentleman from Massachusetts yesterday 
was that ConRail was doing nothing to perhaps help preserve a 
marginal line from going over that tipping point where it no longer 
was marginal and ultimately would fall into the responsibility of 
the Federal Government and the State under this particular pro- 
gram. So if one reads that as perhaps not being too tortured an 
interpretation of what your responsibility is, it might be something 
that you would want to consider becoming involved with. 

Mr. SULLIVAN. I think Mr. Swinbum would like to address that. 
Mr. SwiNBURN. We are, the Federal Government and the Con- 

gress, involved at both ends of ConRail, that is, in putting in over a 
5-year period $2.1 billion into keeping the corporation running, into 
upgrading the physical facilities of the corporation, and hopefully 
returning it completely to the private sector as an ongoing 
corporation. 

At the other end, we are involved in subsidizing a branch line 
program of which in the Northeast ConRail is the major operator. 
We do watch ConRail's performamce on the brauich lines program 
that we pay for. We are satisfied that they are meeting their 
responsibilities at least vis-a-vis the Federal funds which are 
flowing. 
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There is, of course, the in-between area, the lines that Federal 
funds are not yet flowing to, that cause the States concerns and 
which are the subject about which you are speaking. ConRail does 
devote the large part of its attention now to getting its mainline 
system back in shape. If ConRail didn't get that mainline system 
back in shape, we would never have a private sector railroad with 
$2.1 billion of Federal money invested in it. It would be more money 
and maybe never get to the private sector. I think CIonRail has set 
priorities. I don't think they are ignoring the branchline problem, 
but they have limited resources, $2.1 billion, and limited people, 
and it is a case of priority. I don't think it would be fair to 
characterize them as ignoring the State needs or branchline prob- 
lems, but I can see from the State side where they look at the local 
rail problem, and not the mainline problem, and get a little 
impatient. 

I think it is a matter of time and of ConRail getting through its 
highest priorities and then getting to the next level of fixing up its 
track structure and its sjnstem. 

Mr. FLORIO. Thank you. 
Ms. MiKULSKi. Mr. Chairman, I have one other question, and that 

comes back to the legislation specifically. Could you tell me how 
much we have expended under the accelerated maintenance pro- 
gram at the 100 percent level and how much we have expended at 
the 90 percent level, both for accelerated maintenance and for 
rehabilitation? 

Mr. SwiNBURN. I think we will have to supply it for the record, 
because we don't normally keep statistics like that, but we can do it. 

Ms. MiKULSKi. Fine. Could you give us, also, a State-by-State 
breakdown? 

Mr. SwiNBURN. Yes. 
Ms. MiKUi;SKi. Thank you. 
Mr. Chairman, I ask that be accepted for the record. 
I have no other questions. 
Mr. RooNEY. The Chair recognizes the gentleman from Kansas, 

Mr. Skubitz. 
Mr. SKUBITZ. Thank you, Mr. Chairman. I am sorry I wasn't here, 

Mr. Sullivan, in the beginning. I hoped to get back, but I have a 
little problem in Kansas called Fort Scott. "They are building a fort 
there, and I was interested in meeting the Park people and trying to 
get some money for it. That is sis important to me as the Northeast 
Corridor. 

Mr. Sullivan, when this legislation first came up, I happened to 
be on the other side of the fence from the Chairman. I was trying to 
help the Ford administration, and, as I rec£dl, we set aside $180 
million for expenditures in the Northeast Corridor and another 
$360 million nationwide. 

Can you tell me how much money you have spent to date 
subsidizing the branch lines? 

Mr. SuLUVAN. The answer is that so far in the Northeast we have 
spent $66 million, and, of course, the initial 402 program was in the 
Northeast; the $360 million nationeil program, section 803 program, 
we Eire really just getting into. 
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Mr. SKUBITZ. Have you even gotten into it? Have you spent a 
nickel yet outside of the Northeast Corridor? 

Mr. SuLUVAN. Yes, sir; $3.5 million. 
Mr. SKUBFTZ. Where? 
Mr. SuLUVAN. I will ask Mr. Swinburn to answer that. 
Mr. SWINBURN. Across all of the States for planning funds, sir. 
Mr. SKUBITZ. All of the States for planning money? 
Mr. SWINBURN. Yes, sir. 
Mr. SKUBITZ. Actually no money to subsidize? 
Mr. SWINBURN. That is correct. 
Mr. SKUBITZ. The second point, Mr. Sullivan, when we established 

the program so we could keep within our dollar limit, we made it a 
limited program for five years and the payments would go from 100 
percent, and so on, down. My question to you is, if we had a 
permanent plan, how would you feel about that, a permanent 
subsidy program based on a 90-50 percent program? 

What I am saying is this: A road might be perfectly good at this 
particular time, and maybe a year from now. But all at once things 
start hitting and the road finds itself in bad straits. Wouldn't it be 
much better to have a permanent program that a road at any time 
that it becomes in bad straits 10 years from now, 15 years from now, 
that at that time it could apply for subsidies and the 90 percent 
figure would come into force and then 80, 70, and so on? 

Mr. RooNEY. Will the gentleman yield? 
Mr. SKUBITZ. Yes. 
Mr. RooNEY. There is a live quorum. The Chairman would like to 

suggest we take a 10-minute break. I think he will need 10 minutes 
to digest that question, anyway. 

[Brief recess.] 
Mr. FLORIO [presiding]. Mr. Rooney asked me to reconvene the 

meeting, and we will take up where we left off. 
Mr. Skubitz might want to rephrase his question. 
Mr. SKUBITZ. Restating my question—I hope I will restate it 

correctly—under the existing law we have a 5-year program that 
goes from 100 to 90, and so on. At the end of that period, it goes out 
of existence. 

Now, my point is, why not a program that would start at 90, arid 
go down to 50, that would be effective at any time so that railroads 
would not be placed in a position of coming in and trying to take 
care of a program in the next 5 years when it may be in a position 
to go on, on its own. 

And I make the point, suppose I have a suit of clothes, and they 
come along and say we will give you $50 for your suit today; next 
year, nothing. But this suit still has 2 years in it. 

I don't know whether this one has. But I am going to get my pay 
raise and then I am going to get a new suit. 

My point is if they put it to you that way, $50 this year but 
nothing next year, I am liable to trade in this year, whereas I could 
carry on for another 2 years and maybe things would break right 
that I could keep going and not ever have to come under the 
program. 

How do you feel about such a program? 
Mr. SULLIVAN. After 10 minutes, I now know how I feel. 
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Mr. SKUBITZ. YOU are going to support your position vigorously. 
Mr. SULLIVAN. Of course this all started with the northern 

bankruptcies and actually the 4-R act, which followed on, facilitated 
abandonments and, of course, the State assistance, the intent, as we 
see it, is to minimize the impact of the abandonment on the 
shippers and/or local conmmunity. 

So that with that we have looked to the States, of course, with 
their ongoing r£iil plans, to address themselves to all corners of the 
State and see where they might have problems, but, as the adminis- 
trator, I guess the overriding long-range goal that I see is the desire 
for a viable national system, and the studies that we referred to 
earlier, 504 and 901 studies, which will be available in January 
1978, will address themselves to this question, and, as a part of that, 
I am sure would address the idea that you are proposing. 

Mr. SKUBITZ. Well, I had hoped that we would start thinking 
about it. When we put this program into effect, we were under the 
gun. We had to do something in a hurry or disaster would hit the 
country. But now that we have things moving, I think it is impor- 
tant that we look ahead to what we will do in the future and how 
we can keep these branch lines running as long as they possibly can 
on their own, without forcing any of them by saying in the next 5 
years, brother, you have to get in, or else. 

Mr. FLORIO. Would the gentleman yield? 
Mr. SKUBITZ. Yes, I jdeld. 
Mr. FLORIO. Just an observation: I think the difficulty is that we 

have to walk that narrow point between facilitating assistance for 
legitimate situations where the railroads are to be abandoned and 
establishing a long-term program that may provide an incentive for 
people to get out from under when there may be no cause. 

I am aware of what the gentleman is talking about, but I would 
suggest that the original program was adopted as a result of an 
emergency situation in the Northeast. We have now expanded it to 
the entire United States, and I would just be concerned. 

Mr. SKUBITZ. It has always been the whole  
Mr. FLORIO. We are folding the one program into the national 

program, and the gentleman is suggesting maybe we should have an 
ongoing program, and there is some merit, perhaps, to that, but I 
would be concerned about almost announcing it as a national policy 
that people can start looking and counting upon the Federal Grov- 
emment to bail them out, so to speak, from their responsibilities to 
preserve lines that are perhaps not the most profitable lines and 
the distinction between one that has no profit, not the most profit, 
and some that are marginal. 

I would not want the Federal Government to be announcing, by 
the adoption of such a policy, that the Federal Gk)vernment is now 
going to finance lines that are not the most profitable lines. 

Mr. SKUBITZ. If I may have my time, my point is that under this 
100-90-80-70, we will finance abandonments for the next 5 years. 
You may have some roads that are in good condition, branch lines 
that are making maybe just on a breakeven or just a little below. I 
recall during the hearings when they said comptmies were going to 
move into certain areas and they would be able to survive when 
these companies came in. There was a lot of testimony on that. A 
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line would be forced at this time to say, well, if it is five years, I 
guess we had just as well go under and get out from under or take 
advantage of the 100-90, and so forth. Under my suggestion that line 
can keep going and maybe survive without any government assis- 
tance, and it wouldn't force the line to take advantage of the law 
today. They could wait until they reached the circumstance that 
required that they take it. That may be 10 years down the line, or 
20 years down the line, or maybe never down the line. 

I listened to Mr. McDade here, where he was talking about this 
one company. My guess is during the rush we fed figures into the 
computers and said, hey, this line has to go because it is losing too 
much money, and yet I am just wondering whether or not we are 
paying out more money by making this big circular drive to get the 
coal from mine A to the company or the utility that needs it. 

Incidentally, can you answer that question? 
Mr. SuLUVAN. This particular line—in fact, yesterday I was in 

the Johnstown area in a helicopter reviewing the whole rail situa- 
tion, and I am familiar with that part of the country because I am 
from Pennsylvania, and have traveled the State widely. I think 
there could have been some mistake at the time of the drawing up 
of the final system plan which would have allowed this 15-mile 
segment to drop out, and certainly as a good management type of 
thmg, I am sure that again ConRail would want to do whatever 
they would have to do to shorten the route in delivering coal to 
Portland, Pennsylvania. I would be very much in agreement in 
finding out what is behind that. 

Mr. SKUBrrz. I think we ought to find out, because it may be 
costing us more money because we closed it down, and the losses jire 
greater this way than they would be otherwise. 

Mr. SuLUVAN. I would say this: one of the State plans that has 
come to my attention, and which was very impressive, was the Iowa 
plan, where they get shippers and railroads and States involved in a 
cooperative assessment of what is there and how it can be used 
better, and, as a result, say if a shipper does contribute to the 
thinking and planning and even perhaps putting a share of the 
money up for a project, they then find themselves a part of it, and 
they tend to ship more and stay with it over a longer period of time, 
and I would think in State planning that type of plan would have 
merit and would give the added flexibility of the local people being 
involved, and it is something that certainly is a desirable aspect. 

Mr. SKUBFTZ. That might work in the Northeast area, for exam- 
Sle. I don't think that is going to help out in my section at all. I 
on't think the State is going to get into much of that. They don't 

have enough money as it is, much less storting to subsidize 
railroads. If they know that down the road they can take advantage 
of this program, I think this would be a better deal. 

I am glad our Chairman is back. He steyed out of the room until I 
finished my question. 

I have one other question. The gentlelady from Maryland raised 
the question and asked for some stotistics relating to the amount of 
money that is being spent by Stetes. 

Now, I don't know exactly what she was driving at, but I am 
wondering, do you think that money ought to be prorated out of this 
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on the basis of States, or are we interested in the national transpor- 
tation system? 

Mr. SULLIVAN. We're interested in the national transportation- 
Mr. SKUBITZ. Are you going to say, all right, we are giving 

Maryland so much money and therefore should give Massachusetts 
so much? We in Kansas say, if you are going to give them that 
amount of money, we want it in Kansas, too. I don't think rail 
program money for branch lines ought to be based on a State 
problem. It is a national problem. 

Mr. SuLUVAN. Yes, sir. Perhaps Madeleine can give us the 
formula for eligible mileage. 

Ms. BLOOM. It is specified in section 402 and section 803 of the law 
now that each State is entitled to an amount of money that equates 
with their share of the mileage that is eligible on the branch lines. 

Mr. SKUBITZ. I can understand that, but it is based on mileage in 
the law rather than on the basis of States. 

Ms. BLOOM. It is based on mileage within the State. 
Mr. SKUBITZ. Thank you, Mr. Chairman. 
Mr. RooNEY. I will have no objection if my distinguished col- 

league from Kansas comments on the question, but I have asked the 
previous FRA administrator on numerous occasions whether or not 
some of the decisions made by the Secretary of Transportation were 
based upon statements coming from 0MB. 

Has 0MB dominated any of your thinking in this respect? 
Mr. SULLIVAN. Not mine, Mr. Chairman. 
Mr. RooNEY. I have one final question, Mr. Sullivan. Section 810 

of the 4-R act calls for the establishment of a rail bank program 
which was provided in the 4-R Act. It is needed for various reasons. 
I don't have to get into them. They talk about the coal, when we 
rely on coal so heavily, and the many lines going into the coal areas 
now that have practically been abandoned for several years. What 
do you propose to do about this rail bank problem? 

Mr. SuLUVAN. We have, I believe, Mr. Chairman, regulations that 
will be due in about 5 months on this question, and I believe the 
States have this capacity to identify as part of their State plans, rail 
bank areas, too, but we will have regulations on this question in 5 
months. 

Mr. RooNEY. Thank you very much for your fine presentation and 
your candid responses to some of the questions. 

I would like to, at this point, enter into the record,as though read, 
the statement of one of our colleagues, the Honorable Bob Traxler, 
of the Eighth Congressional District of the State of Michigan. 

STATEMENT OF HON. BOB TRAXLER, A REPRESENTATIVE IN CON- 
GRESS FROM THE STATE OF MICHIGAN 

Mr. TRAXLER. Mr. Chairman, members of the subcommittee, I 
would like to thank you for providing me with this opportunity to 
discuss with you the continuing need to upgrade our nation's rail 
system. 

Many people here today are very well aware of the excellent job 
that Chairman Rooney and the members of this subcommittee have 
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done in the past several years in their preparation of legislation 
that has led to the successful operations of ConRail and the continu- 
ation of rail service on lines of railroad that had been granted 
abandonment applications by the Interstate Commerce Commission. 

Few people have taken the time and interest in the problems of 
railroads that has been demonstrated by Congressman Rooney, and 
I certainly hope that for the benefit of our Nation's railroad system 
and the shippers that depend upon it, he remains Chairman of this 
subcommittee for some time to come. 

I would also like to emphasize that with the new administration, 
we have a new attitude towards the most essential part of railroads 
the branch lines. Our former Secretary of Trsmsportation made no 
secret of the fact that he believed that branch lines should be 
phased out of operation, and that the railroads should be consoli- 
dated into a limited number of main lines. Our new Secretary of 
Transportation, Brock Adams, has a completely different attitude. 
As a former member of this subcommittee and as one of the original 
authors of the Regional Rail Reorganization Act of 1973, he knows 
that branch lines are essential for the shipment of agricultural 
products and farm equipment from sparsely populated areas into 
out urban centers. Without these branch lines, many of our farmers 
would be unable to market their goods, causing an increase in food 
prices to consumers, or they would have to utilize more expensive 
forms of transportation which would also lead to an increase in food 
prices. 

We are at a point in our transportation history when we are 
trying to put together all phases of our transportation. We are 
finally realizing as a nation that we cannot pay attention to just 
one mode of transportation at a time, allowing all others to fall into 
disrepair until an emergency condition arises. 

The Congress made substantial efforts at improving our rail 
systems with the 3R and 4R acts, but at that time our interest was 
more in tune with the ability to guarantee the continued operation 
of rail service, and not necessarily the improvement of ur rail 
system. 

Today you are considering legislation which will be the start of 
what I hope will be the type of transportation program that our 
nation will follow in the future. The provisions of H.R. 8420, the 
State Rail Freight Assistance Act of 1977, provide the ability to deal 
with the most critical problem faced on our railroads—the condition 
of rail systems. 

Over the past 3 years, I have become acquainted with many 
people in the rail industry, both labor and management. These 
knowledgeable people universally £igree that the largest problem 
railroads face is the inability to upgrade track to realistic operating 
conditions which will allow them to offer lower rates to shippers 
along with vastly improved service. 

The philosophy behind the 3R act was to keep railroads in 
operation. Rail lines could be upgraded to a FRA Class I standard of 
ten miles per hour under the existing subsidy program, but such a 
low speed is purely ludicrous in light of the fact that operations at 
that speed will waste fuel and lead to much higher crew costs, 
which can only result in higher rates to shippers and slower service. 
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I am extremely pleased that we have the existing subsidy provision 
because it has helped to keep all lines that were not conveyed to 
ConRail or a solvent carrier under operation. The shippers in my 
area need rail service, and the subsidy program has allowed the 
communities of the rural portion of the Eight Congressional District 
of Michigan to continue to prosper. 

An illustration might be helpful at his point in the record. I 
provided a statement to this subcommittee 2 years ago when it was 
holding oversight hearings on the Preliminary System Plant of the 
U.S. Railway Association. In that statement I described to you the 
problems that the district I represent would have should both the 
Penn Central trackage be shut down and the ICC grant an abandon- 
ment application of the Grand Trunk Western Railroad Company. 
A district rail map was attached to my statement, and I again 
attach that map to indicate what the shippers in my area faced. 

Since that time, the ICC has completed consideration of the GTW 
abandonment petition, and has issued an initial decision holding 
that the line must remain in operation for the public convenience 
and necessity to be upheld. I concur wholeheartedly in that deci- 
sion, but have some serious reservations about certain factors in the 
decision of the Administrative Law Judge. His decision was based 
on a study of the case in order to determine what hardship would be 
worked on the railroad if it were to continue to operate the line as 
it has done in recent years. I do not in any way disagree with the 
fact that service should be maintained at at least the levels exper- 
ienced in the last 2 or 3 years, but I am very disturbed by the fact 
that by losing the abandonment case the railroad has lost access to 
money that might have helped it improve its service. 

John Burdakin, the President of the Grand Trunk Railroad, 
testified on the first day of the hearings on this case that he would 
like to improve the quality of service on the line, but that in order 
to do it, he would have to extensively repair some bridges and 
replace a large number of ties and several miles of rail along the 
line. A second attachent to my statement more clearly demon- 
strates the area served by this 66 mile line [see p 185]. 

As is the story with so many branch lines, the railroad has found 
that the amount of traffic on the line would not justify the expendi- 
ture of company funds to rehabilitate the line. The end result of the 
rehabilitation would be to allow the operation of unit trains, which 
you know can help shippers in the area save money. Under current 
conditions, GTW is forced to use empty spacer cars between loaded 
hopper cars. This area is the prime Agricultural producing area in 
the State of Michigan, and rail shipment is essential to help our 
farmers remain competitive with those outside of the area. 

When the shippers lose rail service, the consumer will pay more 
for his food. The National Farmers Organization, which maintains a 
grain elevator along this line at Cass City, Michigan, testified that 
to ship grain from Cass City to Buffalo, New York, by truck would 
cost almost 33 cents per bushel more than by train. Truck shipment 
to Norfolk, Virginia, would cost slightly more than 70 cents per 
bushel more than by rail, and truck shipment would out distance 
rail shipment from Cass City to Portland, Maine, by $1.13 per 
bushel? 
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While the shippers won this case and can expect to keep rail 
service, I and my constituents must question the kind of service 
they will be keeping. I know that Grand Trunk will do all that it 
can to maintain good service, but there is no way in the world we 
can expect the railroad to upgrade this line when its own cost 
estimates indicate that the expense would force the railroad to lose 
nearly $230,000 on the line annually. 

My point, ladies and gentlemen, is a simple one. We need rail 
service. We need this service the most in those areas that do not 
have ready access to class I highways, as is the case in my example 
involving the Thumb of Michigan. Unless we enact legislation that 
can rectify this problem, we will only see all of our rail lines 
continue to deteriorate to such a point that we will no longer have a 
rail system. 

The provisions of H.R. 8420 ar a resilistic attempt to rectify the 
worn condition of our railroads, and to do so within the framework 
of State priorities as we have done with the 3R and 4R subsidy 
programs. The Chairman's bill goes towards a realistic rehabilita- 
tion program which will provide for a minimum speed of 25 miles 
per hour so that we can avoid the expense and waste of slow trains. 
I applaud your efforts and certainly support them. 

But 1 do believe that a crucial fact is being overlooked. We are 
currently providing needed subsidies to lines which have received 
abandonment permission, and are perhaphs allowing the ICC to 
squeeze out of the issue of whether or not the line is needed by the 
public. Under the current law, the ICC can grant abandonment, tmd 
the honor of Bad Guy falls upon the State if it decides not to include 
the line in its subsidy program. Like it or not, the availability of 
subsidies has become an issue in an abandonment proceeding. 
Anyone who would read the transcript of the Grand Trunk case— 
Docket AB 31 Sub No. 3—would find that extensive testimony was 
presented regarding the desire for a subsidy and a commitment that 
the State of Michigan had made some time before the hearing to 
continue the line under a subsidized operation. 

We were fortunate that the Administrative Law Judge wa careful 
to avoid the issue of subsidy in his decision. But we may have been 
unfair to both the shippers and the railroad by expecting it to put 
money into a potentially losing operation. The judge modified the 
cost estimates reported by Grand Trunk in its financial satements 
for the proceeding which demonstrated tht with the inclusion of 
rehabilitation expense, the line would lose money. So the Judge 
decided tht if you do not include rehabilitation, yu have a rail line 
that will not lose money. 

But what about the need for rehabilitation? What about the long 
term need to improve the track? Can we realistically expect the 
railroad to spend millions of dollars on track improvement when 
their competition on the highways has a system that is maintained 
by the government? 

H.R. 8420 attempts to solve this problem by making pre-abandon- 
ment subsidies possible. However, I do not believe that the bill goes 
far enough. Nowhere in the legislation is the subject of how do we 
handle lines of railroad that have been ordered to remain in 
operation by the ICC. The government has ordered the railroad to 
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keep operating, and to perhaps lose money, while doing nothing 
about the problem faced jointly by the railroad and the shippers. 

I would certainly recommend that in yur deliberations yo take a 
careful look at the provisions of a bill I have introduced, H.R. 6871. 
We have to look at how we are going to handle lines of railroad 
ordered to remain in operation following an abandonment proceed- 
ing. My bill proposes a subsidy program for theselines when two 
findings are made by the ICC in the course of an abandonment 
proceeding. When, first, it is determined that the public conve- 
nience and necessity mandate the continued operation of the line, 
and, secondly, that with the inclusion of rehabilitation expense the 
line would lose money, then the line would become eligible for a 
subsidy. The philosophy behind my bill is my extremely simple one. 
If the government is going to order a railroad to take a loss, then 
the government should help the railroad absorb that loss. 

This legislation that I have introduced would create a direct 
subsidy between the railroad and the Federal Railroad Administra- 
tion. This has been done because of the limited number of lines that 
may fall into this category, and for the fact that eligibility for the 
subsidy is automatic once the criteria are met. The decision to keep 
the line in operation was a Federal and not a State decision, and 
the program does not involve any State funding. 

This subsidy will be made available for a period of 5 years, during 
which time it will be used to cover operating losses and rehabilita- 
tion up to a level of 30 mUes per hour, or the highest consistent 
operating speed over the length of the track. If there is a line which 
is 70 miles long, and over 40 miles on that line the carrier c£in 
operate at a speed of 35 miles per hour, then the carrier should 
have the ability to upgrade the rest of the line to a consistent 
standard. The 30-mile an hour limit, then, would become the 
slowest speed on a track, without respect to necessary slowdowns at 
bridges and curves. 

The most essential part of my proposal is it creates a more 
equitable program for the individual rsiil line. Under the current 
program and H.R. 8420, the entire subsidy program lasts for five 
years. That means that unless a line comes under the program 
virtually on the first day, it will not receive the full benefits of the 
f)rogram. Under my bill, H.R. 6871, the subsidy is designed to last 
or a period fo 5 years on each line. Rehabilitation takes time, and 

no line that enters the program within the last 2 years will have an 
adequate opportunity to be rehabilitated. I would propose that the 
life of the program be 15 years, and that the only lines that would 
be considered eligible for the subsidy would be those that met the 
criteria for eligibility within the first 10 years. This would mean 
that the line that comes into the program on the last day of the 
10th year would still have the potential benefits of the entire 
subsidy program. 

We need to provide an upgrading program for our entire rail 
system, and we have to take care that the program is a cautious 
one. For tht reason, the program I envision will be one in which the 
Federal share of the subsidy will be 100 percent in the first year, 
6uid decline by 10% each year the subsidy is in operation on the 
particular line. The remaining portion of tne subsidy will be picked 
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up by the railroad itself. In this fashion, the railroad will have a 
strong incentive to complete rehabilitation as soon as possible, and 
to solicit additional traffic for the line so that it will earn a profit. 

I certainly hope that you will move quickly on this legislation. 
There can be no doubt that we need to increase our development of 
rail shipment in a time when we are looking for fuel-efficient 
methods of transportation. We now have a chance to create a sound, 
equitable rail transportation program, and I look forward to our 
meeting the needs that are before us today. 

I thank you for your kind and immediate attention to this matter. 
[Exhibits I and II of Mr. Traxler's prepared statement follows:] 
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^•XHIBIT 

GRAND TRUNK WESTERN 
ABANDONMENT IN THE 
8th CONGRESSIONAL 
DISTRICT, MICHIGAN 

luNE. 1977 

Grand Trunk abandonment pending 

Total milMgt GTWahandonmtni:       66.27 

-   Milwge It within the dittnct only 

Other Railroad Lines lubjecl lo abindonment 
aniv by application to the Intarttate 
.Comrmrct CommissiQii 
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Mr. RooNEY. And in addition, without objection the Chair wishes 
to place in the record, as though read, the statements of Congress- 
men Jamie L. Whitten of Mississippi, James J. Howard of New 
Jersey, Gus Yatron of Pennsylvania, David R. Bowen of Mississippi, 
James Abdnor of South Dakota, and Paul S. Trible, Jr. of Virginia. 

STATEMENT OF HON. JAMIE L. WHITTEN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MISSISSIPPI 

Mr. WHITTEN. Mr. Chairman, I would like to thank the distin- 
guished members of this subcommittee for allowing me to voice 
support for a bill—H.R. 8278—that will correct some of the 
shortcomings of the Department of Transportation Act and the 
Regional Rail Reorganization Act of 1973. 

My bill, along with several similar pieces of legislation submitted 
by my colleagues, extends the eligibility for financial assistance 
under the rail service assistance programs, thereby allowing Missis- 
sippi and many other states in our region to utilize fully the 
provisions of the acts. I, therefore, hope this body will view them in 
a favorable light. 

I understand from officials in my State that when the act was 
originally set up, it provided for federal assistance on a diminishing 
scale with 100 per cent Federal funding during the first year of the 
program which ended June 30 of this year. But, apparently because 
of a backlog of applications, it took most of the year just to obligate 
the funds causing my State and others to lose needed assistance. 

H.R. 8278 would correct this by extending the 100 per cent 
Federal assistance to September 30, 1977 and push back the remain- 
ing funding periods to September 30 of each year. 

Other provision of the bill would allow states to provide assis- 
tance to lines where the railroad has indicated some intention to 
abandon, thus avoiding the deterioration of service and physical 
plant normally accompanying abandonment. 

In short, my proposal is designed to allow the states to insure our 
people needed rail transportation; and on their behalf, I ask your 
kind consideration of this matter. 

STATEMENT OF HON. JAMES J. HOWARD, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW JERSEY 

Mr. HOWARD. Mr. Chairman, initially, I wish to thank you for 
scheduling these hearings. As Chairman of the Subcommittee on 
Surface Transportation of the Committee on Public Works and 
Transportation, I am acutely aware of the need for a balanced and 
efficient national transportation system. 

Being cognizant of that need, I joined with you and others in 
sponsoring a bill, H.R. 6792 which, in effect, would provide for an 
additional year of full Federal funding of accelerated maintenance 
on light density branch lines. 

This is accomplished by amending the Regional Rail Reorganiza- 
tion Act of 1973, as amended, and the Department of Transporta- 
tion Act, as amended by section 803 of the Railroad Revitalization 
and Regulatory Reform Act of 1976. The regional and national 
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programs established therein were for the purpose of preserving 
service on rail lines where service was in jeopardy of being termi- 
nated permanently. The two programs created a mechanism 
whereby the Federal Government and the States could provide 
funds to maintain rail service and rehabilitate rail lines that were 
deemed necessary for a balanced transportation system. 

Clearly, the Congressional intent was to provide full Federal 
financing for the first year of the programs. However, because of 
bad weather and the time that was required by the Federal Rail 
Administration to formulate regulations for the distribution of 
funds to provide accelerated maintenance, many projects were 
stalled. Thus, much of the first year had elapsed before funds 
became available or could be utilized. 

As a direct result of this, service on at least five rail light density 
freight lines in the State of New Jersey is in jeopardy of being 
terminated permanently. These are lines which the State of New 
Jersey, along with segments of the shipping industry and local 
governments, believe should be maintained and improved. 

I strongly believe that the Congress should act to correct this 
situation. Plainly, frustration of these programs can be overcome by 
favorably acting upon H.R. 6792 so as to provide full Federal 
funding for accelerated maintenance for one additional year. 

Therefore, I urge that the Subcommittee support H.R. 6792, and 
that it be favorably reported as soon as possible. 

STATEMENT OF HON. GUS YATRON, A REPRESENTATIVE IN CON- 
GRESS FROM THE STATE OF PENNSYLVANIA 

Mr. Yatron. Mr Chairman, members of the subcommittee, my 
name is Gus Yatron. I serve as the Member of Congress for the 
Sixth Congressional District which includes Schuylkill and Berks 
Counties in Pennsylvania. Schuylkill County had more miles of 
existing operating trackage excluded from the ConRail System than 
any other county in the 17-state region directly affected by the rail 
reorganization. I therefore appreciate the opportunity to preent this 
statement in support of legislation pending before this Subcommit- 
tee which would extend the rail continuation subsidies at th 100% 
level, particularly H.R. 6792. My area is also acutely affected by the 
lack of implementation of Section 810 of the Rail Revitalization and 
Regulatory Reform Act and I would deeply appreciate this Subcom- 
mittee's consideration of an amendment to presently pending legis- 
lation, which would assure the establishment of a Fossil Fuel Rail 
Bank as authorized by Section 810. 

1. Extension of Rail Service Continuation Subsidies at the 100% 
Level 

Subsidized service has been provided to Schuylkill County over 
eight branch lines, including one former Penn Central Line, four 
former Reading Railroad Lines, and three former Lehigh Valley 
Railroad Lines. Two of these lines will not be receiving subsidized 
operations or accelerated maintenance and shortly will be aban- 
doned. One of the subsidized lines, the Frackville Branch, is profit- 
able according to ConRail figures, and one of the lines, the 
Nesquehoning Branch, incurs only a small loss. Of the lines to 

21-684 0-78-13 
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remain in service under subsidy the following branches have been 
approved by the Federal Railroad Administration to receive acceler- 
ated maintenance funds: the Nesquehoning Branch (USRA #1009); 
the New Boston Branch (USRA #1007); the Schuylkill Secondary 
Track (USRA #196); and possibly the Lebanon-Tremont Branch 
(USRA #935), depending on the relocation decision of a coal shipper 
whose track is to be abandoned. 

Almost 1,000 jobs in Schuylkill 0)unty, an area with over 13% 
unemployment, are in industries dependent upon rail service. Most 
of these companies have located in industrial parks developed along 
branch lines that *#nce led to thriving anthracite cotd mines. In an 
attempt to diversify the economy from a single commodity for 
which there had been a declining demand, communities in 
Schuylkill County, with the help of state and federal funds, have 
been developing a broader industrial base. Continued rail service is 
essential to the long term success of this effort. One thousand jobs 
mean over $9 million in payroll in Schuylkill County and a saving 
of $5 million in costs of unemployment. Therefore, it is most 
important that rail service in this area continue. 

The 100% subsidy level must be maintained to continue service 
on these branch lines. While the local industries are willing to 
contribute a share of the cost of continued service, it is impossible 
for them to determine their ability to provide their proportion of 
costs without having actual cost and usage data for their lines. This 
information must be provided by ConRail. Because such informa- 
tion has not been available for most of the period when the 100% 
subsidy level was in effect, the source of the local share of funds has 
not yet been determined. Now that figures on the costs of a year of 
subsidized service are available, cost-sharing agreements can be 
devised. It would be an unfortunate waste if service were discontin- 
ued on these lines pending the outcome of these n^otiations. For 
this reason also, the subsidy level must remain at 100% for the next 
year. 

The need to continue the subsidy for accelerated maintenance 
derives from still another delay. For a variety of reasons, the 
Federal Railroad Administration has been unable to process and 
approve projects, contracts, and funding applications for making 
improvements in branch line road beds during a de facto repeal of a 
portion of the 4R Act, through FRA procedures, the subsidy for 
accelerated maintensmce should be continued at the 100% level and 
the applicable level should be determined by the time at which a 
contract is let, rather than when the work is completed. 

2. The Fossil Fuel Rail Bank 
In addition to emphasizing the need for extension of the rail 

service continuation subsidies, I would like to explore a second 
point with the Subcommittee. Most of the lines in Pennsylvania's 
Sixth District that presently are used for industrial shipments, also 
lead to areas of recoverable anthracite coal. Both the 3R Act and 
the 4R Act recognize the need to preserve trackage in areas where 
fossil fuel resources are located. In the Final Sj^stem Plem, USRA 
recommended that a total of 52 rail lines, (37 in Pennsylvania, 6 in 
Ohio, 5 in Illinois, and 2 in Indiana), be included in a Fossil Fuel 
Rail Bank. Section 810 of the 4R Act explicitly provided for the 
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establishment of a Fossil Fuel Rail Bank to preserve this trackage. 
The rail bank was to have been established by August, 1976. 
Instead, a contract was let to make a study of the rail bank concept 
in addition to the one that had been undertaken by the USRA. That 
study was authorized by Section 809, not Section 810, and has 
recently been released. It concludes that a rail bank might not be 
necessary to facilitate the recovery of coal potential except in the 
Western portion of the United States and other special areas like 
the Schuylkill County area of Pennsylvania. The results of the study 
indicate what Congress knew in 1976: that a rail bank is necessary 
for tracks extending to fossil fuel areas, (hence Section 810), and 
that the concept should be explored as it relates to abandoned 
rights-of-way in other areas, (hence the study proposed in Section 
809). 

No doubt, part of the difficulty in implementing the rail bank 
concept has resulted from the confusing language in the 4R Act. In 
addition to an explicit distinction between the Fossil Fuel Rail 
Bank and the other kinds of rail banks, the Act contains authoriza- 
tions for two rail banks, one to be administered and partially 
funded by the states under Section 803 and one to be fundeid by the 
federal government and jointly administered by the Departments of 
Interior and Transportation under Section 809. I believe the Sub- 
committee can best promote the development of Fossil Fuel Rail 
Bfuiks by clearlv designating one department and one level of 
government to administer the rail bank, at least insofar as it relates 
to strategic resources such as fossil fuels. 

Again, I would like to express to the Subcommittee my genuine 
appreciation for this opportunity to share with you my thoughts on 
these important matters. 

Thank you. 

STATEMENT OF HON. DAVID R BOWEN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MISSISSIPPI 

Mr. BowEN. Mr. Chfdrman, the Subcommittee is certainly to be 
commended today for holding these rail hearings since the problems 
that the Stetes are facing in rail transportation are still severe and 
have not yet been fuly remedied by passage of the 3 and 4R Acts. 
Indeed, Congress saw the necessity to act quickly and decisively 
when the Acts were passed. This legislation is good, but I believe it 
can be made more effective with several basic changes. In this 
regard, I have introduced H.R. 7715 which in my opinion will help 
solve many of the problems which the States are experiencing at 
this time. 

I would like to bring to your attention the absolute necessity that 
States be given the authority to place their entitlement funds into 
rail lines prior to official abandonment proceedings. Once a line has 
been issued a certificate of abandonment by the Interstate Com- 
merce Commission, it is often too late to then rehabilitate and place 
such a line back into the r£dl system as a useful contribution to the 
national rail system as well as th state's economy. By providing a 
line with a chance to qualify for assistance at an early stage, the 
shipper, state and raU industry can work together to take a poten- 
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tially unprofitable branch line and place needed capital in this line 
to make it a viable candidate. 

Another important aspect of my proposed legislation is the neces- 
sity to extend the 100% federal subsidy and make the participation 
amounts change on the fiscal year date. The southern and western 
states have had problems in trying to obtain necessary planning 
funds under the requirements established by the Federal Railroad 
Administration, and this has served to delay the flow of these funds 
to the States. As a result, no States have benefited under the 100% 
year. 

An essential provision of this legislation, as well, is a section 
which will allow funds to go to projects without prior Federal 
approval. It is my understanding that State witnesses will fully 
document the delays that have been incurred in moving projects to 
completion. By allowing the States to start on projects without prior 
approval, the bureaucratic logjam will be broken and urgently 
needed funds for the projects may move forward expeditiously. 

I again commend the Committee for their comprehensive look at 
rail problems and particularly the problems that are facing States 
such as Mississippi. 

STATEME>fT OF HON. JAMES ABDNOR, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF SOUTH DAKOTA 

Mr. ABDNOR. Mr. Chairman, it is a pleasure for me to present 
testimony today before the Transportation and Commerce Subcom- 
mittee in support of the 1977 State Rail Freight Legislation that is 
being considered. 

I represent three-fourths of South Dakota, and Agriculture repre- 
sents the major industry. Most of the wheat, corn, barley, lye, oats, 
flax, sorghum, and soybeans, among other products produced in 
South Dakota, are transported out of the state to other markets 
located primarily in Iowa and Minnesota. Since my state does not 
have a barge system it must rely on either rail or trucks to 
transport these products. 

The trend of rail transportation in South Dakota is indicated by 
the recent escalation toward rail abandonment which is of obvious 
concern among fanners, shippers, communities and those affected 
by the potential impact associated with abandonments. Prior to 
1940 only 188 miles of track were allowed to be abandoned. Between 
1940 and 1974, an additional 856 miles of track line were aban- 
doned. Currently there are four pending abandonments represent- 
ing 155 miles of track between Iroquois, South Dakote and Wren, 
Iowa, 174 miles between Winner, South Dakota and Norfolk, Ne- 
braska, 48.2 miles between Watertown and Doland, 71.4 miles 
between Watertown and Stratford, and 13 miles of track between 
Faulkton and Orient for a totad of 461.6 miles. 

The reasons for these abandonments stem from allegations by the 
railroad compemies that the revenues from its operations of these 
branch lines fall far below the costs of its operation. The reason for 
this is because most of the rail lines were built in the first quarter 
of this century at a time when this mode of transportation provided 
the only means of travelling and shipping. The access to the 
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modem, more efficient methods of transportation currently existing 
was not possible. Therefore it resulted in overextension and dupli- 
cating of trackage that is no longer economical. 

Also, current innovations in the railroad industry extend the 
problems just mentioned. Innovations such as the use of multiple 
car or unit train shipments, and the use of jumbo covered hopper 
cars signal the demise of branch line service because many of the 
lines are not able to adopt these changes without increased invest- 
ment to improve these existing lines. 

In order to gain a better understanding of the railroad situation 
in South Dakota today, an historical account of its development is 
the best means of providing this cause and effect analysis. I ac- 
knowledge a study undertaken by the Economics Department of 
South Dakota State University investigating efficient grain trans- 
portation and marketing systems for South Dakota for providing 
the following information. 

The first rail service in South Dakota began in 1872. By 1887 
when the Interstate Commerce Act was passed there were over 
2,400 miles of track in the state and by 1891 there were seventeen 
railroad companies operating in South Dakota. When first intro- 
duced in 1887, railroad regulation was supported by South Dako- 
tans. Regulation was desired to place limits on the economic power 
of the railroads over rates, routes, and depot locations and to 
encourage the settlement of the area by ensuring relatively low 
freight rates on South Dakota's exports. Regulation would 
institutionalize and legalize the practice of value-of-service pricing 
whereby low-value agricultural products and raw materials were 
shipped at rates lower that high-value manufactured goods. The 
relatively low rates on South Dakota exports allowed South Dako- 
tans to compete in the large eastern markets and supported farm 
incomes in the state. 

To some degree, value-of-service pricing evolved out of transporta- 
tion market conditions which were not representative of South 
Dakota. In much of the eastern part of the country, railroads faced 
a relatively elastic demand for the transportation of bulk commod- 
ities. This high elasticity was due not only to the high proportion of 
freight costs in the final goods price (which was also true for South 
Dakota's commodities), but also to availability of water transporta- 
tion and alternative sources of supply (which were not available to 
South Dakotans). Thus, the institutionalization of value-of-service 
rates tied South Dakota's commodities to the relatively low rates 
charged on such commodities nationally even though South Dako- 
ta's demand for rail transportation was much less elastic. 

There was another related advantage of regulation to South 
Dakotans. Prior to regulation, eastern railroads had engaged in rate 
wars where two or more lines faced each other in direct competition 
for traffic. Since railroads incur heavy fixed costs relative to vari- 
able costs, these rate wars caused heavy losses to the railroads on 
the competitive lines where rates could be cut to cover only the 
variable costs. To survive, each railroad was forced to charge much 
higher rates where demand was inelastic - rates sufficient to cover 
the traffic's variable costs plus all of the railroad's heavy fixed 
costs. South Dakota was potentially one of these areas with few or 
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no alternatives to rail service. Such high rates on South Dakota's 
products would place South Dakota producers at a severe competi- 
tive disadvantage in national markets. Regulation, by tying rates on 
South Dakota products to those elsewhere, allowed South Dakota to 
develop and to compete in national markets. 

The Interstate Commerce Act of 1887 prohibited several discrimi- 
natory railroad practices: undue preference based on persons, com- 
panies, or localities; charging higher rates for short haujb than long 
hauls than long hauls along a common line; and, pooling of rev- 
enues. The Act did not prohibit commodity price discrimination. In 
its early reports the Interstate Commerce Commission not only 
approved of this form of discrimination but also encouraged it 
through valueof-service pricing because by charging high value 
commodities more than their share of costs and low value commod- 
ities less, trade and national development were encouraged. South 
Dakota was one of the beneficiaries of that encouragement. 

The first track abandonment in South Dakota occurred as early 
as 1909 and the state's rail system was virtually completed before 
the First World War. Following the nationalization of railroads 
during the war. Congress attempted to revise the regulatory envi- 
ronment in 1920. The Transportation Act of 1920 established "fair 
return on fair value" as the rule to be fllowed by the ICC in its rate 
making decisions. Under such a rule railroads would have raised 
the rates charged on commodities moving out of South Dakota and 
lowered rates on incoming manufactured goods. This shift would 
have occurred because of a post war imbsJamce in freight move- 
ments with a shortage of cars for east bound agricultural commod- 
ities and a surplus of cars for west bound manufactured goods. 
Thus, the railroads, if allowed, would use the new rate-making rule 
to abandon value-of-service pricing and was supported by the Hoch- 
Smith Resolution of Congress in 1925 which was intended to retain 
low rates on agricultural commodities. This advantage given to 
Eigricultural products was reflected in ICC rate-making decisions 
well into the 1950's and South Dakota was a beneficiary of the 
continued policy. 

In the 1920's minor changes in South Dakota resulted in a rail 
system of 5,095 miles of track of which 4,289 miles were main line 
track. In the post war period railroads were faced with new compe- 
tition from trucks. Trucks tended to take away the high value 
eastern traffic. In response to this traffic loss the railroads tried to 
raise rates on agricultural commodities where rail still maintained 
a decided technological advantage over trucks. In addition, the 
depression of the 1930's resulted in substantial excess capacity of 
both railroads and trucks. With an inelastic short-run supply of 
agricultural commodities and railroads' technological advantage 
any increased rates on agricultural commodities would benefit 
raUroad profits as the higher rates would be passed back to produc- 
ers. The ICC opposed this desire of the rilroads and the Transporta- 
tion Act of 1933 supported the ICC by requiring the "lowest charges 
consistent with the cost of providing service". Thus, value-of-service 
pricing was retained to South Dakota's advantage. 

Traffic losses due to truck competition and the depression and the 
inability to raise rates on their remaining traffic brought many 
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railroads close to bankruptcy. In an attempt to stabilize the trans- 
portation system and raU and truck profit levels, Ck)ngress passed 
the Transportation Act of 1935. This brought trucks under the 
regulatory umbrella and preserved the excess capacity of the trans- 
portation industry by preventing rate wars which would have 
benefitted shippers. Thus, shippers were to pay rates above market 
determined rates. Once again, however, South Dakota shippers 
were protected as the 1935 Act, in an effort to retain low rates on 
agricultural commodities, exempted these commodities from truck- 
ing regulation. This allowed the excess cpacity in trucks and 
railroads to exert downward pressure on agricultural commodity 
rates and retsdned the principle of value-of-service pricing. This 
result was reinforced by the Transportation Act of 1940 which 
brought water carriers imder the regulatory scheme but largely 
exempted agricultural commodities by exempting bulk movements 
with less than four commodities to a tow. 

Up until World War II South Dakota had consistently benefitted 
from the rulings of the ICC knd the laws passed by Congress. Value- 
of-service pricing was retained by rule and law on the low-value 
bulk commodities shipped from South Dakota. Where competition 
would provide greater benefit to South Dakota shippers than would 
regulation, competition was allowed to prevail. 

These benefits and the cost advantages of rail over truck trans- 
portation for the long hauls from South Dakota to eastern markets 
meant that sufficient traffic used the rail system to avoid abemdon- 
ments before World War n even though there was a general excess 
capacity in transportation. Less than 190 miles of track were 
abandoned before 1940 and only about half of this occurred in the 
1930's. 

After World War II the situation changed. The reiilroads sought 
rate reductions to meet the competition of truck and water carriers. 
The ICC allowed such reductions to meet water competition but did 
not generally allow the railroads to use price competition to retain 
the traffic being lost to trucks. With no interior water transporta- 
tion. South Dakota shippers received only part of these rate advan- 
tages - that part reflecting the commodity movement which paral- 
leled the river routes beginning at the Twin Cities on the 
Mississippi and Sioux City on the Missouri. There were no such 
advantages on the movement from South Dakota to these river 
terminals. Thus, while South Dakota shippers gained in an absolute 
sense, they lost in a relative sense and their competitive position 
with respect to producers elsewhere was eroded. 

Thus the nation historically employed a transportation policy 
which redistributed income in favor of South Dakotans. This favor- 
itism lasted well into the post war period. The redistribution of 
population, the subsequent reapportionment of politiced power and 
the increasing number and severity of urban problems caused an 
ongoing fundamental shift in the nation's policy toward income 
distribution beginning in the late 1950's and 1960's. This shift 
gained momentum in the 1970's and one result has been a change in 
the national transportation policy. 

The new policy is reflected in institutional changes such as: new 
track safety standards and the "34-car rule" which have provided 
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the basis for railroad companies to seek abandonment of substantial 
amounts of branchline trackage; construction of a nationwide sys- 
tem of free access interstate highways facilitating the competitive 
position of trucks; and, Federal loans and subsidies to Eastern and 
Midwestern railroads tying together larger centers of population 
while allowing light density rural branchlines representing excess 
capacity in the transportation system to be abandoned. 

On profitable lines railroads have rebuilt rights-of-way to carry 
larger shipments faster thereby reducing costs and increasing prof- 
its. On light density branchlines where losses are incurred railroads 
have deliberately allowed short-run losses to increase by letting 
right-of-way and equipment, and therefore service, to deteriorate 
and business to be lost. Thus greater than necessary short-run 
losses are incurred in order to maximize long-rim profit by aban- 
donment of lines which would otherwise be permanenetly unprofit- 
able lines. 

In recent years Congress has tried to solve some of the economic 
problems that the railroad industry was facing by passing two 
pieces of legislation known as the 3R and the 4R acts. The Regional 
Rail Reorganization Act of 1973 dealt with the problems of light 
density freight lines in the Northeast and upper Midwest region. 
The Railroad Revitalization and Regulatory Reform Act of 1976 
further extended this policy of government subsidies for essential 
services to the entire nation. South Dakota is included in this latter 
act but, unfortunately, the 4R Act does not have South Dakota in 
mind as presently written. The part of this act most pertinent to 
this state is Section 803, Local Rail Service Assistance, which 
provides financial assistfince to states for Rail Freight Assistance 
programs. A sum not to exceed 360million dollars is authorized to 
be appropriatyed which is to be divided among each state for such 
assistance in continuing rail services on equivalent measures. Of 
the foregoing sums, a total of 5 million dollars shall be made 
available for states' rail planning programs. 

Problems presented with this act include the limited federal 
assistance provided, the limited number of years this program can 
operate, the declingin federal share of funding, the restrictive 
language regarding in-kind benefits, and—what I believe to be one 
of the major items—the classification of lines that have filed for 
abandonment to be the main criteria in determining the amount of 
funds allocated to a state. 

I have co-sponsored legislation which you are presently consider- 
ing that resolves these problems by extending the time and increas- 
ing both the share and amount of federal funding, providing flexible 
use of each state's entitlement program, expanding the class of 
eligible lines to include those classified as potentially subject to 
abandonment and providing that the date that a capital project is 
initiated shall establish the period from which it is funded. 

These amendments will provide states with the necessary arsenal 
in order to combat against closing of branch lines by allowing 
economic assistance early enough to avoid deterioration of service 
which usually occurs on pre-abandoned lines. 

As a result, railroads will continue to provide a fast, economical 
and energy-efficient method of transportation, and I urge your 
support. 
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Thank you. 

STATEMENT OF HON. PAUL S. TRIBLE, JR, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF VIRGINIA 

Mr. TRIBLE. Mr. Chairman, I am grateful for this opportunity to 
urge the subcommittee's consideration of my bill, H.R. 7486, extend- 
ing the 100% federal subsidy of rail service assistance programs for 
one year. In addition, I welcome the chance to endorse legislation 
introduced by my good friend and colleague Congressman Tom 
Evans of Delaware which would permit states to combine or pool 
their allocations under the rail service continuation program of the 
Regional Rail Reorganization Act of 1973 (RRRA). 

First, I would like to address the extension of the 100% subsidy. 
This simple extension could mean the difference between continu- 
ation and termination of vital rail service throughout the country. 
On Virginia's Eastern Shore, for example, the Virginia and Mary- 
land Railroad is struggling to come into its own as a viable, self- 
sufficient freight carrier. The railroad is struggling because of an 
apparent inability to gain better than an arbitrary ten percent 
revenue division from ConRail; It is struggling because its track is 
in a condition so poor that its engines cannot run faster than ten 
miles an hour on some stretches. 

Let me put the present situation into perspective. In February of 
this year, the Commonwealth of Virginia decided it could not 
support further operation by ConRail of the line between Norfolk, 
Virginia, and Pocomoke City, Maryland. This line had been oper- 
ated by ConRail under a subsidy contract that went into effect in 
April of 1976. ConRail's large cost overrun could not be supported 
by the Commonwealth after April 1 of this year and the contract 
was terminated. 

To preserve the operation, including the car float across the 
Chesapeake Bay from Cape Charles, Virginia, to Norfolk, the Com- 
monwealth sought another operator who might be able to run the 
line under provisions of Section 304 of the RRRA as a private 
operator with a new contract. 

On March 1 of this year, and in accordance with Virginia Law, 
the Transportation District Commission for the counties of 
Accomack and Northampton selected rail service associates of New 
York States as the new operator. On March 10, the Virginia and 
Maryland raUroad was incorporated and an operating contract 
signed on March 27. Service began on April 2 and by April 12, the 
car float operation had been resumed. None of this could have been 
accomplished in so timely a manner without the energetic support 
and effort of many local and state officifds. 

Mr. Chairman, the continued operation of this line means every- 
thing to the people of the Delmarva Peninsula. It is the main link 
with major markets in the rest of the country, and literally hun- 
dreds of businesses and thousands of jobs in Virginia, alone, would 
be lost without this rail service. 

The Virginia and Maryland railroad is striving to sever its 
dependency on State and Federal subsidies altogether. This is 
certainly an achievable and a desirable goal, but like a child that 
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depends upon its mother for its early sustenance, the Virginia and 
Maryland railroad depends upon the Federal Government foi- a 
limited but reasonable period of nurturing until the railroad can 
stand alone. 

Remember, Mr. Chairman, the Virginia and Maryland railroad 
inherited track that had belonged first to the Penn Central System 
and then to ConRail. For the past 25 years, virtually no mainte- 
nance has been performed on the track—17 mUes of which fails to 
meet the minimum Class I Safety Regulations of the Federal 
Railroad Administration. Ties literally crumble underfoot and 
spikes can be removed without any effort whatsoever. There have 
been two major derailments in the past three months. Fortunately, 
there were no injuries, but there was extensive property damage 
and the possibility of injuries or even loss of life grows greater every 
day. 

The extension of 100% subsidy will allow Virginia and Maiyltmd 
railroad to make the desperately needed repairs and permit the 
line—which is entering dire financial straits at this time—to con- 
tinue operating until it no longer needs Government support. 

The second bill which I commend to you for serious consideration 
is H.R. 8225, introduced by Tom Evans and cosponsored by Con- 
gressman Robert Bauman of Maryland and myself 

Present Federal Law requires that the unused portion of a State's 
RRRA allocation reverts to the Secretary of Transportation for 
redistribution to other States. While this concept is good, it has a 
major flaw in that States that share a common rail line are 
prohibited from pooling their resources for their mutual benefit. At 
this time, the State of Delaware is fortunate to have a surplus of 
Federal funds in its RRRA allocation. Delaware has generously 
offered to share those monies with Virginia and Maryland for the 
continued maintenance of rail service on the Delmarva Peninsula, 
but cannot until current laws are amended. 

The rail line on the Delmarva Peninsula extends from Kiptopeke, 
Virginia, to Wilmington, Delaware, Traversing Maryland. This line 
is probably the most important mode of commercial transportation 
on the Peninsula. If one link of this line is weak, then the entire 
line is in jeopardy. Each State and each county on the Peninsula 
depends on its neighbor for its economic viability. H.R. 8225 is 
legislation which would encourage interstate cooperation and per- 
haps make a significant contribution toward improving the multi- 
state approach to rail transportation. 

Mr. Chairman, I call upon the subcommittee to restore a measure 
of hope to 40,000 Virginians and countless others in Maryland and 
Delaware that depend upon this rail line for their livelihoods. 

Thank you. 
Our next witness is Ms. Barbara M. Adams, Vice-Chairperson for 

Legislation of the Railroad Task Force for Northeast Re^on, Inc., 
Avoca, Pennsylvania. 

I might say Ms. Adams testified before the committee before, and 
she proved to be a very fine witness, and we welcome her back 
today. 

I might also say, that the last time she appeared before this 
committee, she was a resident of Avoca, but now I am pleased to say 
she is one of my constituents in Bethlehem, Pennsylvania. 



197 

We welcome you to the committee today. 

STATEMENT OF BARBARA ADAMS, LEGISLATIVE VICE- 
CHAIRPERSON, RAILROAD TASK FORCE FOR NORTHEAST RE- 
GION, INC. 

Ms. ADAMS. Thank you very much, Mr. Chairman. I wish to 
thank all of the Members of the subcommittee for allowing me to 
appear here to day. 

As the Chairman has stated to you, my name is Barbara Adams, 
and I am the Legislative Vice-Chairperson for the Railroad Task 
Force for the Northeast Region, Inc., a group founded by former 
Governor William W. Scranton of Pennsylvania over 5 years ago. I 
have been working for the past 3 years with the shippers, labor 
unions, community leaders and other interested citizens of the 22- 
county region of northeastern Pennsylvania represented by the 
Task Force. The purpose for the Railroad Task Force and its task 
since its founding has been to preserve rail freight service to 
northeastern Pennsylvania, an area that became depressed because 
demand declined towards the middle of the century for the single 
commodity at the base of the region's economy—ironically in light 
of present shortage of a fossil fuel, anthracite coal. In an effort to 
revive its economic base, the region began to capitalize on its 
railroad and general transportation system using this as an attrac- 
tion to conduct extensive industrial development campaigns. The 
fruits of 20 years of industrial development and public investment 
are a large proportion of the 2,500 jobs in 58 companies generating 
an annual pajrroll of over $18 million dollars located along 13 
branch lines, in the Task Force Region excluded from ConRail and 
presently under subsidy in order to continue operation. 

I should like to highlight the most significant considerations to 
northeastern Pennsylvania in the legislation before this subcommit- 
tee today, that is, the importance of maintaining branchline oper- 
ations subsidies and rail roadbed rehabilitation or accelerated main- 
tenance funds at the 100 percent level until September 1978 as 
proposed in H.R. 6739, introduced by Mr. Staggers. It is encouraging 
to note that in most of the bills under consideration the importance 
of extending rail service continuation subsidies at 100 percent is 
recognized. 

No doubt this clearly indicates that not only the members of this 
subcommittee, but many Members of Congress, understand the 
economic justification for the 100 percent subsidy for branch lines 
excluded from the reorganized northeast railroad system. 

The results of a recent study sunnounced by the Pennsylvania 
Department of Transportation Secretary indicate tha $55 million in 
payrolls were preserved by the continued operation of branch lines 
in Pennsylvania. The direct unemployment cost of the loss of these 
jobs for 1 year would have been $26 million. Eight million dollars in 
social security pajmients would have been lost to the Federal 
Government should these jobs have been eliminated. Thus the 
economic benefit of retained rsdlroad service is over 13 times the 
$6.5 million in rail service continuation subsidies expended. This, in 
Pennsylvania. 
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Secondly, the actual cost of the rail service continuation subsidy 
program is much less than originally anticipated by Congress. The 
Rail Reorganization and Rq^latory Reform Act authorized $360 
million for rail service continuation subsidies. This is the nation- 
wide program. The first year of subsidy cost $70 million. This is the 
regional 402 program. Assuming expenditures continue at the same 
rate, the 100 percent subsidy can be extended until September 1978 
and then percentages decline as H.R. 6739 projects until 1982 with 
no additional authorization over the original $360 million. There- 
fore, in addition to the economic benefits of the 100 percent rail 
service continuation subsidy, the continuation of the project seems 
quite feasible under present planning. 

ConRail, too, benefits from the local rail service continuation 
subsidies as C!onRail provides the vast majority of the service over 
branch lines excluded from its system under operating agreements 
that have netted ConRail about $1.75 million of income, frankly an 
unusual feature of one of ConRail's operations. Furthermore, in the 
Railroad Task Force Region during the first year of subsidy, 3500 
cars were originated and terminated on the 13 branch lines ex- 
cluded from ConRail by the reorganization planning and approxi- 
mately 13,000 cars were generated statewide in Pennsylvania. With- 
out the branch lines under service through operating subsidies at 
100 percent, all of the mainline revenues from this traffic would 
have been lost to ConRail. Assuming freight revenues of $300 per 
carload, this tr£iffic was worth $4 million to ConRail from Pennsyl- 
vania lines alone. 

Finally, there are adverse strategic implications to reducing the 
rail system in an area to a point where there are no alternative 
routes to be used in times of war or natural disaster. The Johns- 
town flood has most recently indicated the importance of retaining 
in serviceable condition alternate rail routes, and you had the 
reference to the Johnstown flood mentioned by the FRA 
Administrator. 

While you may agree that the economic benefits of the rail 
service continuation subsidy program compare favorably with its 
costs, there remains the question of why the rail service continu- 
ation subsidy program should be continued at the 100 percent level 
until September 1978 instead of at 90 percent. There are two 
principal reasons for this: 

First, as startling as this statement may seem, the difference 
between a 100 percent rail subsidy and a 90 percent rail subsidy is 
more than 10 percent. Aside from the cost differential involved, 
there is a concomitant shift in the party responsible for providing 
the subsidy. No private shipper can afi'ord to commit himself to 
providing 10 percent or a proportion thereof of a subsidy whose 
extent is unknown. The 1 year period of subsidy at 100 percent was 
designed to avoid industrial displacement by permitting shippers to 
negotiate among themselves and with a carrier to continue rail 
service. Nevertheless, throughout this period ConRail, too, was 
adjusting to the new rail environment with the result that actual 
cost and revenue data to enable planning to meet the 90 percent 
subsidy level was unavailable. In addition to making impossible the 
concluding of subsidy agreements, this has severely restricted the 



199 

ability of a state and a shipper and a carrier to evaluate and adjust 
services to meet shipper needs. Therefore, the 100 percent operating 
subsidy needs to be extended in order that it perform the function it 
was originally designed to do. 

The second reason for the extension of the rail service continu- 
ation subsidy is that the process of the FRA in formulating regula- 
tions to guide the distribution of funds to provide accelerated 
maintenance on lines badly deteriorated from years of neglect by 
the bankrupt carriers consumed most of the entire year for which 
subsidy for accelerated maintenance at the 100 percent level was 
available. FRA compounded the problem by ruling that subsidies 
for accelerated maintenance would be considered spent during the 
year when the work is accomplished, rather than when the contract 
is let. This effectively precludes any utilization of the accelerated 
maintenance funds at the 100 percent subsidy level and therefore 
makes a mockery of the structure of that pro-am. Therefore, in 
order to provide 1 year of 100 percent subsidy of accelerated 
m£iintenance for branch lines, the 100 percent level of funding of 
rail service continuation subsidies must be continued. 

The benefits of extending rail service continuation subsidies at 
the 100 percent level have merited not only the support of the 
sponsors of the bills before this subcommittee, but also support 
throughout the Northeast Region of the United States. I have 
brought with me copies of letters from the Departments of Trans- 
portation of 12 States in support of the extension of rail service 
continuation subsidies for rail operations and accelerated mainte- 
nance at a rate of 100 percent. Departments in New York, Virginia, 
Delaware, Pennsylvania, Connecticut, Michigan, West Virginia, 
Maryland, Rhode Island, Ohio, Vermont and Massachusetts ap- 
plaud the concept of the 100 percent subsidy and deplore the 
inevitable delays that have restricted utilization of the >program. 

I would like to end by briefly commending two excellent points in 
H.R. 8393 before you and to point out a significant omission of all 
the bills. The Railroad Task Force for Northeast Region, Inc. 
strongly supports the use of proportionate mileage of qualifying 
branch lines as a basis for determining subsidy allocations to the 
States. While that is in present legislation, there are maximums, as 
I recall, for a State. No State can receive more than 10 percent even 
though it may have mileage that is greater than 10 percent of all 
the excluded lines. This is eliminated by the provision of H.R. 8393, 
the maximums. 

Secondly, the Task Force applauds the recognition of the effec- 
tiveness of trackage rights as a flexible means to enable States and 
municipalities to continue operation of subsidized service. I would 
like to point out that is something we strongly agree with the FRA 
on. 

The significant omission from the legislation is a means to make 
effective sections 809 and 810 of the Rail Revitalization and Regula- 
tory Reform Act. These sections provide for the establishment of 
rail banks, the fossil fuel rail bank to have been established by 
August 1976. The Railroad Task Force believes that ConRail and 
Amtrak should be directed to bank any line in the region, presently 
included within the ConRail or Amtrak systems or operated under 
subsidy, for which there is a foreseeable future need. 
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Thank you for your consideration of these points and I will accept 
any questions. 

Mr. RooNEY. Thank you, Ms. Adams. You have just given a very 
fine statement as to why we should pass this legislation. I only 
regret very much that our friends from the Transportation Depart- 
ment were not here to hear your very fine statement. 

Ms. ADAMS. Mr. Chairman, I would like to provide the subcom- 
mittee with an additional copy of the letters from the 12 States to 
give to the FRA. 

Mr. RooNEY. Without objection, we would be very happy to have 
that. 

Ms. Adams, on Page 2 of your testimony you state that there is a 
justification for extension of the program another year at 100 
percent Federal subsidy because the program does not cost as much 
as originally estimated. 

It is my understanding that the costs were low because the 
program was delayed in getting started; is that correct? 

Ms. ADAMS. That is probably part of the reason. 
Mr. RooNEY. Am I correct in assuming that you would be satisfied 

if we did not increase the authorized funds but merely just extended 
the period for the 100 percent Federal subsidy? 

Ms. ADAMS. Yes, sir, we have calculated that $380 million of 803 
funds, when this program is melded into the nationwide program, 
should be enough to cover the needs. 

Mr. RooNEY. Mr. Florio. 
Mr. FLORIO. I would like to comment on the last point, which is a 

valid one and a good observation, and I was impressed with the 
statement, particularly the succinct way in which the justification 
for the bill was put forth on page 3. 

The organization of which you are a member, is that northeast 
Pennsylvania or the northeast portion of the coimtry? 

Ms. ADAMS. It is 22 counties of northeast Pennsylvania. It is 
within one State. The reason we knew of the support in other States 
was that we communicated with them. 

Mr. FLORIO. I understand. Thank you. 
Mr. RooNEY. Including the State of New Jersey, of course. 
Ms. ADAMS. Of course. 
Mr. RooNEY. Although Kansas is far removed from the North- 

east, would you like to comment? 
Mr. SKUBITZ. Yes, I would. 
If we were to extend this 100 percent, then will you be back the 

following year for another 100 percent? Or are you telling us, give it 
now to us and next year I will be back and every year? I want you 
to be honest about this. 

Ms. ADAMS. The justification we see for extending this another 
year from your perspective, because we can't just come down every 
year and ask for 100 percent, is that you have to know when you 
have to come up with 10 percent, and States do not have freely 
available money to cover the 10 percent, and in Pennsylvania, for 
example, the proposal that has been made to shippers is for the 
State to cover 5 percent and the shipper to cover 5 percent. He has 
to come to two decisions. How much wiU it cost, 5 percent of what, 
and the best way to determine 5 percent of something is last year, 
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and last year ConRail operated these lines at X cost, so 5 percent of 
that is my cost as a shipper, and can I afford to pay it? If so, I pay 
it, or, if not, I move, or use trucks, or whatever. 

Ck>nRail, because it was in its first year, too, and because it is 
concentrating resources and time on the main lines, just did not 
make this data available, and it is available now on a half year and 
then third quarter basis. 

However, the full year's data is not fully available and certainly 
isn't available in time for the shippers to do the second decision, 
which is to negotiate among themselves. You have two shippers 
using a line; should you pay 3 percent and me 2, or do I use it 
exclusively and you really don't need rail service, you move to truck 
and I should be glad to use railrail service because it decreases my 
subsidy amount. 

There are a lot of different points these shippers have to negoti- 
ate among themselves, all of which is going to take some time and 
they have to know at least the figures they are negotiating on. 

"This is why next year we will have this year's experience with 
ConRail, and its costs, and then hopefully, I trust by the end of next 
yetw we should know exactly what kind of cost we are taking about. 

Mr. SKUBITZ. I thought you were talking about the end of next 
year we meld in so now Pennsylvania starts getting a little bit out 
of the nation. You used that $360 million. 

Ms. ADAMS. That is where the money is going to come from. The 
402 program that applied only to the 17 States will end, and then 
where does this money for any rail service continuation subsidy 
come from; from the 803 program, and that applies to the nation. 

Mr. SKUBFTZ. This next question has nothing to do with railroads. 
Do you pay income taxes in Pennsylvania or not? 

Ms. ADAMS. Yes. Very definitely. 
Mr. SKUBITZ. What about sales taxes? 
Ms. ADAMS. Six percent. It is one of the highest. 
Mr. SKUBFTZ. You answered my question. I was hoping that you 

didn't, so I could take a jab at the Chairman. 
Mr. RooNEY. Are there any further questions? 
Thank you very much. We appreciate your coming here today, 

Ms. Adams. You have been a very fine withess and I am going to 
send this testimony directly to the FRA administration, along with 
the letters you are going to supply to the committee. Thank you 
very much. 

"The committee stands adjourned subject to the call of the Chair. 
[Whereupon, at 12:18 P.M., the subcommittee adjourned, subject to 

the call of the Chair.] 
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HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON TRANSPORTATION AND COMMERCE, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met, pursueint to notice, at 10 a.m., in room 
2218, Rayburn House Office Building, Hon. Fred B. Rooney, chair- 
man, presiding. 

Mr. ROONEY. On July 27 and 28 of this year we held hearings on a 
number of proposed changes to the local rail service continuation 
assistance programs for the Northeast/Midwest region, originally 
provided in the Regional Rail Reorganization Act of 1973, and for 
the nationwide program provided in the Railroad Revitalization and 
Regulatory Reform Act of 1976. These changes were proposed in a 
number of bills. 

At the conclusion of these hearings it was the consensus of the 
members of the subcommittee that as there were a great number of 
bills, many of which appeared to be agreeable either in their 
entirety or partially, it directed a new bUl be drafted in order to 
combine the tentatively agreed upon provisions into one markup 
vehicle. 

The bill we are considering today, H.R. 9398, is not as inclusive as 
was originally contemplated. Nevertheless, it does contain a num- 
ber of the provisions which were tentatively agreed upon. I intend 
to propose a number of amendments to this bill when we mark it up 
tomorrow afternoon, so as to conform to the recommendations of 
the previous hearings. For example, among other things, I intend to 
propose amendments to include the provisions contained in H.R. 
8225 and H.R. 9049. 

The primary purpose of the hearings today is to consider a 
number of new provisions included in H.R. 9398 which were not 
included in any of the bills we considered during our hearings in 
July. For example, section 6 of this bill contains an optional 5-year 
demonstration corrective action program as an alternative to aban- 
donment for rail lines with respect to which avoidable costs of 
operation plus a reasonable return on investment exceed revenues. 
Matters such as this are a new concept of assistance which appear 
to have tremendous potential to solving a long-standing problem but 
obviously needs careful consideration. 
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Our first witness will be our honorable colleague, Thomas B. 
Evans. 

You may proceed. 

STATEMENT OF HON. THOMAS B. EVANS, JR., A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF DELAWARE 

Mr. EVANS. Thank you, Mr. Chairman. I appreciate very much 
the opportunity to discuss today a portion of H.R. 9398, the Rail 
Freight Assistance Act of 1977. 

This morning I shall confine my remarks to the sections of the 
bill which would require as a condition of Federal assistance that 
the States or any designated operator or carrier should continue the 
bargaining agreements, employment and working conditions in ef- 
fect prior to the effective date of the final system plan under the 
Rail Reorgnaization Act of 1973. 

Mr. Chairman, if this section of the legislation is allowed to be 
enacted into law, it will mean the end of shortline operations 
throughout the country, and particularly on the Delmarva 
Peninsula. 

As this committee knows, the three States of Delaware, Maryland 
and Virignia have been working together since January 1974 to 
prevent rail service from disappearing in our region. That road has 
been a rocky one, and I shall not take the committee's time to recite 
the many crises that have occurred in the last 4 years on Delmarva 
with respect to continued rail service. 

But one thing is certain. If the language in this bill forcing 
shortlines to meet the same antiquated and inefficient reuirements 
which helped put Penn Central into bankruptcy is passed by the 
Congress, it will lead not only to the immediate termination of 
shortline srevice on Delmarva, thus snapping the vital north-south 
artery, but will create a domino effect which will place in jeopardy 
all rail service in the three-State area. If that happens, then 
everything that has been done over the past 4 years will have been 
for nothing. 

At the present time, approximately 10-12,000 cars per year utilize 
the main Delmarva line from Norfolk to Wilmington on a thru- 
traffic basis. This is a significant portion of the entire traffic on the 
Une. If the shortline is put out of business—as would surely happen 
under this bill—these cars would have to be re-routed away from 
Delmarva. Just last week. President Spence of ConRail assured us 
that the Delmarva ConRail line met the cars-per-mUe viability test, 
and would thus not be abandoned. But if these same 12,000 cars are 
taken away from the Delmarva, then ConRail would have no choice 
but to reevaluate its service to the entire region. 

Mr. Chairman, this language also smacks of taxation without 
represetnation. In effect, it forces upon the States and shortline 
operators agreements to which none of them were party. You are 
asking the States to accept an agreement negotiatcKi between two 
private parties and that is simply unfair. 

Let me give this committee an idea, in dollar and cents, or just 
what this proposal means. ConRail, with the same labor provisions 
we are talking about in this bUl, operated the line from Pocomoke 
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City, Maryland to Norfolk, Virginia at a cost of $6.7 million a year. 
The shortline, without the feather-bedding and inefficiency of 
CbnRail, will operate that same line with the same or even better 
service for $2.8 million this year, less than half the ConRail cost. 

Let me put the same question on a broader scale. Southern 
Railway, at the time it was seeking to purchase the Delmarva line, 
said that if it was forced to use Penn Central's 1974 work rules and 
rates of pay, Southern's $88 million net profit that year would have 
turned into a $37 million loss. 

In fact, ConRail itself admits that a large portion of its $700 
million loss this year will be due to current operating and work 
conditions. 

Faced with this kind of evidence, I find it unbelievable that the 
committee would want to saddle these seime outmoded work rules 
on the financially struggling shortlines. 

Mr. Chairman, the shortlines and independent carriers and oper- 
ators of this country serve a vital public need. They have sought to 
provide rail transportation on lines which the Federal Government 
itself has said are unprofitable. Don't put them out of business 
before they even get started. 

Mr. RooKEY. Thank you very much, Mr. Evans. We appreciate 
your testimony. 

The Chair notes that there is a quorum call on the floor so we 
will take a 10 minute break. 

[Brief recess.] 
Mr. RooNEY. The committee will come to order. 
Our next witness is our colleague, Mr. Bauman. We recognize the 

gentleman from Maryland. 

STATEMENT OF HON. ROBERT E. BAUMAN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MARYLAND 

Mr. BAUMAN. Thank you, Mr. Chairman. I will be very brief. I 
don't have a prepared statement. I did want to come before the 
committee today on behalf of the people I represent in the First 
Congressional District of Maryland. 

I should say a word of thanks to the chairman for making 
possible last week a meeting with Mr. Richard Spence, the Chief 
Operating Officer of ConRail. We discussed at great length the 
problems of the Delmarva rail situation. This bill is one of them, 
although that was not covered. But I owe a personal debt of thanks 
to the chairman for arranging that meeting. I think ConRail has a 
much better understanding of our problems congressional and oth- 
erwise, as a result of our intervention. 

Mr. RooNEY. I am pleased to know that you finally met a railroad 
president. 

Mr. BAUMAN. That is right. I may even see a train move in my 
district at some time. 

Mr. Chedrman, I W£int to direct my comments to the sections of 
this legislation which as I understand it will impose upon the 
shortline carriers or other carriers receiving Federal subsidy the 
existing or prior work rules apparently imposed by agreements or 
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otherwise by previous railroad companies which had previously 
owned or operated rail lines. 

In our case this is, of course, the Penn Central. I have discussed 
this matter great length with officials of the Virginia and Maryland 
railroad and the Maryland and Delaware Railroad, both of them 
incorporated shortline operators. One operates the stretch of line on 
the Delmarva Peninsula which runs from Pocomoke City down to 
Cape Charles and across to Norfolk. This section of track was not 
included in the final system plan. 

The other, the Maryland and Delaware, operates a number of 
spur routes off the main line which runs from Pocomoke Md. up to 
Salisbury Md. and Wilmington Del. The Maryland and Delaware 
also operates a number of spur routes into cities in the State of 
Maryland. 

It is not an understatement to say that if these work rule 
provisions of the proposed legislation are enacted and the Virginia 
and Maryland and the Maryland and Delaware Railroads are forced 
to live up to previous agreements between the unions and Penn 
Central, they will go out of business, pure and simple. 

I give you just a few examples: According to the Virginia and 
Maryland Railroad, on the main line their present wages are 
$106,000 and under the proposed law, they will go up to $151,500. 
That might not sound like much to ConRail, but it means the 
shortline will have to increase their employees on that segment 
from four to at least six and perhaps more, with the resultant 
expense. 

If the Congress of the United States wants to get into the business 
of forcing private railroads into welfare, that is one thing. But in 
this case it will mean that these rail lines will simply have to fold 
up. We have struggled for 2 years to keep the little reiil service that 
we have. Every obstacle possible has been thrown into our way. 

The chairman will recall months and months of negotiations 
between Southern Railway, the USRA and union officials for the 
acquisition of all the Delmarva lines. I do not think it is unfeiir to 
say that the intransigence of the unions in the final analysis is 
what caused Southern to back out. It could not economically meet 
the demands of the unions. 

At this point, if we are to come in and change the grounds rules, I 
can assure you that not only will this force the short line operators 
out of business in my district, but because of the delicate nature of 
the overall economic picture on the Delmarva Peninsula as far as 
rail service by ConRail is concerned, I suspect ConRail will also 
eventually curtail its service because it will not have the feeder 
routes coming into the main line. 

Mr. Spence made very plain the other day that all lines currently 
in service are needed to conduct profitable operation. I can leave 
you with the statistics that have been provided to me by the 
shortline operators. I know I can speak for the State officials, 
although they might not have taken a formal stand, from Delaware, 
Virginia and Maryland and Congressman Trible joins me in my 
statement though ne is not able to be here, in saying that we hope 
you will delete these sections and at the very least make some 
allowances for areas where this proposal would wipe out rail 
service. 



207 

I hope if the committee moves this legislation you will take that 
into account. 

Mr. RooNEY. Thank you very much, Mr. Bauman. I know your 
great concern about the rail service on the Delmarva Peninsula. We 
appreciate your appearance today. 

Our next witness will be the Honorable John M. Sullivan, the 
Administrator of the Federal Railway Administration. 

Mr. SKUBFTZ. Mr. Chairman, I have another full committee meet- 
ing of the Committee on Interior. I have a little brief statement that 
will only take about 2 minutes. I wonder if I could give my 
statement at this time and then I have to go over to a markup? 

Mr. RooNEY. The gentleman is recognized. 
Mr. SKUBrrz. Mr. Chairman, here we are again, 11th hour, rush- 

ing about as though the place is on fire—there is simply no fire— 
ever since the provisions in H.R. 9398 which were just introduced a 
little over 2 weeks ago and can wait until the next session of this 
Congress without doing any harm to anybody. 

I realize that in some quarters we have become famous for 
pulling the fat out of the fire and rushing through important rail 
legislation. Remember, Mr. Chairman, 2 years ago you and I were 
struggling to get time before the full committee in order to report 
out the former act. We succeeded and we managed to get the Senate 
conferees to reconsider our Christmas Eve conference and agreed to 
a February conference in which the glaring errors that grew out of 
that 1975 rush were corrected. 

Last yeeir we were ag£iin in the thralls of a year-end rail legisla- 
tion with the so-called son of ConRail. Many thought that our 11th 
hour piece of art in 1976 would have been best undone. Neverthe- 
less, I supported you because I realized that the comprehensive 4-R 
act required a certain polishing which can only come after due 
consideration and deliberation. 

Mr. Chairman, this year I have to get off of the year-end bsmd- 
wagon. H.R. 9398 represents an early Christmas tree for my good 
friends in the railroad brotherhoods. I don't begrudge them an early 
Christmas present. They are dedicated, hard working men who 
deserve a full share in the benefits of a strong rail system. But 
unfortunately most of the provisions they have suggested in H.R. 
9398 would deny them benefits by making the very railroad system 
on which they are dependent weaker and more vulnerable to 
competition from barges and truck lines. 

Mr. Chairman, we should give full consideration to corrective 
action, labor protection on subsidized branch lines, restrictions on 
contracting out, and ICC allocation of trackage rights to subsidize 
carriers. I say we should give those matters consideration, but I do 
not mean that we should chat about them over the weekend while 
we are watching the Redskins go down to defeat. I mean we should 
direct our staff to dig out the necessary information which will 
demonstrate whether we need these new provisions or not, whether 
they are in the public interest, whether they are going to help or 
whether they are going to come back here again right after Christ- 
mas and we are going to be stuck with smother piece of legislation 
trying to undo what we are doing now. 
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The bottom line, Mr. Chairman, for all of us, labor, railroad 
management, shippers, politicans and the general public is that our 
national railroad system must be financisdly viable. If it is to 
provide either good jobs or good transportation, we had better tend 
to the priority before we begin to keep special interest provisions 
upon our already overworked railroad system. 

Mr. Chairman, what I am trying to say to you rather loud and 
clear  

Mr. RooNEY. It has been clear. 
Mr. SKUBITZ. IS that I think these hearings should adjourn and 

that no further action be taken on this legislation until the begin- 
ning of the new session. I can assure my chairman at that time I 
shall be ready and willing to listen to all the witnesses. I shall be 
ready and willing to sit down with him as I have in the past trjdng 
to work out these things in an equitable way. 

But I understand that it is going to be an effort to try to push this 
thing along through the full committee too and I am in no mood to 
do that sort of thing if we are going to have to come back for a 
Christmas session to try to undo some of these things. 

I thank you for the time. 
Mr. RooNEY. I appreciate very much the cooperation you have 

given this committee over the past and I am sure it will continue in 
the future. 

I might say that just because we are coming to the closing days of 
this session is no reason for us not to do anything. You said you are 
going to go to another committee meeting. Why are you going to do 
that? 

Mr. SKUBITZ. It happens I am the ranking Republican on the 
Interior Committee and we just succeeded in holding the coal slurry 
bill up until after January 20 and we are trsring to make an effort to 
hold up another one until after January 20. Do you understand, Mr. 
Chairman? That is my reason for going over there. I wanted to come 
over and make it clear to you that I am hoping that you will hold 
this thing until then. 

Mr. RooNEY. There is only one part of your statement that I 
agree with and that is the Redskins. 

Mr. SKUBITZ. I think you will probably agree with the whole 
thing. I am sure if you read the statement over again that I recited 
history to you and we are falling into the same path again. 

Thank you, Mr. Chairman. 
Mr. RooNEY. Mr. John M. Sullivan, Administrator of the Federal 

Railroad Administration. 

STATEMENT OF JOHN M. SULLIVAN, ADMINISTRATOR, FEDERAL 
RAILROAD ADMINISTRATION, ACCOMPANIED BY ROBERT E. 
GALLAMORE, DEPUTY ADMINISTRATOR AND CHARLES 
SWINBURN,   ASSISTANT   ADMINISTRATOR   FOR   FEDERAL 
ASSISTANCE 

Mr. SuLUVAN. I have with me today Bob Galleunore, our Deputy 
Administrator and Charlie Swinbum, our Assistant Administrator 
for Federal Assistance. 
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In view of the fact that you have such a workload eihead of you, I 
would like to summarize my statement and submit the balance for 
the record. 

Mr. RooNEY Without objection. 
Mr. SuixiVAN. I apprecite the opportunity to appear here today to 

testify on H.R. 9398, a bill to extend the eligibility for financial 
assistance under the rail service assistance programs and for other 
purposes. My testimony today will concentrate on three important 
provisions of the bill: expansion of eligibility of rsiil lines for local 
service subsidy, emplojmient conditions and employee representa- 
tion on subsidized lines, and the proposed corrective action 
procedure. 

The provisions of the proposed bill which greatly expand the rail 
service assistance program are similar or identical to provisions in 
H.R. 8393, upon which I testified before this committee on July 28, 
1977. As you know, I testified then against expansion of the classes 
of rail lines which would be eligible for Federal financial assistance. 
Tlie Department remains opposed to extension of the rail service 
assistance programs in the manner proposed in the bill currently 
under consideration. 

Let me provide you with a few examples of the basic concerns 
which we have with the expamsion of eligibility provisions in the 
pending bill. 

The bill advances the concept of pre-abandonment eligibility 
without establishing a satisfactory means of defining which lines 
should be eligible. 

The bill does not provide explicit criteria for costs and benefits of 
rail services to be continued or revitalized. 

The bill gives inadequate recognition to the budget consequences 
of expanded eligibility. 

The bill reflects insufficient concern for the potential problemn of 
granting Federal funds to private rail companies—another conse- 
quence of the pre-abandonment concept. Different arrangements, 
perhaps involving the States as lessees, should be developed. 

In the case of rehabilitation assistance, the bill does not contain 
any cost-recovery principles such as are contained in the Iowa plan. 
Nor does it require that selection of lines for rehabilitation pur- 
poses be based upon sound economic analysis. 

In summary, we believe very strongly that H.R. 9398 falls far 
short of an adequate and responsible approach to the problem. We 
all need to take another close and unhurried look at ways to better 
administer the program. I say that in part because we take no 
satisfaction in administering a program that causes dissatisfaction 
among our colleagues in State government, and because I think we 
have it within our power to aid the Congress in developing a far 
more satisfactory approach. 

There are other provisions affecting the rail service assistance 
program which are primarily administrative in nature and on 
which we have already testiHed. We will be happy to go over our 
previous positions with the committee staff. In addition, the bill 
contains one new administrative provision which presents us with 
real problems and which we believe demands specific comment. 
Section 3 of the bill, in amending section 5(k) of the DOT Act, 
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provides that all assistance under the rail service assistance pro- 
gram must include upgrading track to class II safety standards. We 
oppose that provision since there is no apparent need to bring all 
subsidized lines to class 11 standards. Many railroads routinely 
operate branch lines efficiently and safely at class I as the basic 
level and there is little logic in requiring subsidized lines to be 
maintained at a higher level than unsubsidized lines. 

The second and third portions of my testimony today concern two 
new provisions in H.R. 9398 which would affect the rail service 
assistance programs significantly and on which we have not ex- 
pressed a position previously. 

The first of those relates to employment conditions and employee 
representation on lines for which financial assistance is being 
provided under the rail program. The bill would require that 
whatever entity is performing rail services on a subsidized branch 
line must agree to maintain the collective bargaining agreements 
and employment and working conditions in effect on such line, with 
such modifications as may be negotiated between that entity and 
whatever union represented the employees prior to April 1, 1976. 

Additionally, the provision would require that all work done on 
the line, whether of an operating or construction nature, be done by 
the crafts or classes of employees presently performing the work. 
Only in the event that sufficient such employees were not available 
or could not be hired could the work be subcontracted, in which 
case the subcontractor would be deemed to be a carrier and the 
subcontractor's employees would be deemed to be railroad employ- 
ees. I should note that the designation of the subcontractor as a 
carrier is limited to the purposes of the provision. However, the 
provision itself is so broad that the restriction may be of little value. 

Based on our review of existing employee protection provisions, 
we believe that they adequately protect these employees. Therefore, 
we do not believe there is a need for the provisions in H.R. 9398. 
Accordingly, the Department opposes these labor-related provisions. 
While we strongly support labor's rights to pursue its collective 
bargaining interests, we cannot support such an unwarranted and 
serious intrusion of the Federal Government into matters which are 
more properly handled directly by labor and management. These 
provisions would have Federal law establish the collective bargain- 
ing status of a group of workers and in effect favor one collective 
bargaining process over another. 

It is extremely difficult to understand how the provisions requir- 
ing the use of existing work force personnel or of furloughed 
employees before permitting contracting out would, in practice, 
work. Where the operator of the federally-assisted line contines to 
be the entity operating prior to the provision of sue assistance, 
there will be no difficulty in locating such personnel. However, 
where the operator is some other entity, it is completely unclear as 
to where the crafts or classes of employees presently performing 
such work, including employees on furlough, will be found. Further, 
we cannot tell from reading the provisions how they would affect 
the many and complex existing relationships among CkjnRail, the 
States, the employees, the shortline operators, and the subcontrac- 
tors in the northeast program. 
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Nor do we know what the effect of these provisions would be on 
minority business opportunities. Regulations issued pursuant to 
section 905 of the 4-R act require that all recipients of financial 
assistance under the rail service assistance programs take affirma- 
tive action to achieve minority hiring and minority business goals. 
It is possible that the provisions of H.R. 9398 would seriously hinder 
States in complying with those regulations. 

Further, and related to that point, these provisions could place 
intolerable burdens on any subcontractors, be they minority or 
otherwise, who were able to perform any work under the program. 
Also it is possible that the provisions making the subcontractor a 
carrier and the subcontactor s employees railroad employees, would 
require the subcontractors to pay both social security fmd railroad 
retirement on behalf of the employees. It is difficult to see how any 
subcontractor could make a profit at competitive rates under such 
onerous conditions. 

Further, it is possible that the employees of the subcontractor 
would have to pay dues to the railroad unions involved, as well as to 
their own unions, hardly a fair requirement. 

I should point out one pertinent,piece of background coming out 
of the northeastern program which has been underway for a year- 
and-a-half The designated carrier for much of that service, ConRail, 
was not able to peiform much of the maintenance work requested 
during the first program year, due to lack of personnel and re- 
sources. In those cases the States had to obtain other contractors to 
perform the work. The option of the States to subcontract such 
work to other thein the operators of service has proven to be a 
necessary and proper tool for the branch line program. It should not 
be foreclosed. 

The third major area I would like to cover today concerns the 
provisions in H.R. 9398 which would create a corrective action 
procedure. The procedure is apparently designed to encourage the 
elimination of losses on light density lines by submitting certain 
issues to binding arbitration among all parties with an interest in 
the line earners, States, shippers and labor. 

While we see some merit in the idea of getting together the 
Earties who have the most direct interest in the continued use of a 
ranch line, and having them work out their problems themselves, 

we are opposed to this corrective action procedure. 
First, the procedure would, in and of itself, expand the eligible 

light density lines to include lines which have not yet been aban- 
doned by the private sector. In that respect it suflfers from many of 
the same deficiencies as the direct expansion in the earlier provi- 
sions, mv opposition to which I have outlined above. 

Secona, the procedure is very elaborate and might be too complex 
to be workable. 

Third, because the provision contemplates 100 percent Federal 
funding of whatever solution involving financial assistance the 
parties agree on, or have imposed upon them in arbitration, it is 
difficult to see that it will have any positive and corrective effects. 
When the parties get together, rather than negotiate a reasonable 
solution which involves each party giving a little, they wUl be under 
pressure simply to agree on how to use the taxpayers' money to 
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avoid anyone being hurt. It is unlikely that as a result of this 
procedure there will be any real correction of the problems which 
caused the line to be a money loser in the first place. Rather, the 
status quo likely will be medntained and funded with Federal 
subsidy funds. 

There are several other provisions of H.R. 9398 which are not 
related to the rail service assistance programs and on which I would 
like to comment briefly. Of m^'or interest are sections 13 and 14 of 
the bill which would combine the section 504/901 studies required 
by the 4-R act and establish new dates for those studies. As I have 
testified previously before this committee, the administration sup- 
ports those provisions. 

Finally, we would like to express our suport for an amendment to 
the assistance program which is not included in H.R. 9398. The 
amendment would extend the termination date of the section 505 
preference share program from September 30, 1978 to September 
30, 1979, and would permit subsequent expenditure of funds against 
obligations incurred through that date. Without such a modifica- 
tion, only $320 million of the $600 million which is authorized for 
that program could be obligated before the program ends emd all 
funds obligated but not expended on September 30, 1978 would 
lapse. 

Thank you, Mr. Chairman. That concludes ray prepared testi- 
mony. I will be happy to answer any questions which you and other 
members of the committee might have. 

[Mr. Sullivan's prepared statement follows:] 
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STATEMENT OF JOHN H. SULLIVAN 
ADMINISTRATOR OF THE FEDERAL RAILROAD ADMINISTRATION 

HEARINGS BEFORE THE SUBCOMMITTEE ON 
TRANSPORTATION AND COMMERCE COMMITTEE ON 

INTERSTATE AND FOREIGN COMMERCE 
U.S. HOUSE OF REPRESENTATIVES 

OCTOBER 19. 1977 

I appreciate the opportunity to appear here today to testify on H.R. 9398, 

a bill to extend the eligibility for financial assistance under the rail 

service assistance programs and for other purposes. My testimony today 

will concentrate on three Important provisions of the bill: expansion of 

eligibility of rail lines for local service subsidy, employment conditions 

and employee representation on subsidized lines, and the proposed "corrective 

action procedure." 

Extension of Eligibility 

The provisions of the proposed bill which greatly expand the rail service 

assistance program are similar or identical to provisions In H.R. 8393, 

upon which I testified before this Committee on July 28, 1977. As you 

know, I testified then against expansion of the classes of rail lines 

which would be eligible for Federal financial assistance. The Department 

remains opposed to extension of the rail service assistance programs in 

the manner proposed in the bill currently under consideration. 

Let me provide you with a few examples of the basic concerns which we 

have with the expansion of eligibility provisions In the pending bill. 

The bin advances the concept of pre-abandonment eligibility 
without establishing a satisfactory means of defining which 
lines should be eligible. Initially the bill leaves this 
determination completely in the hands of the rail carriers 
themselves--though States would be able to choose which lines 
actually receive subsidy. 

Having transferred the authority for determining eligibility 
to the carriers {who create eligibility by notifying the ICC 
of their intent to abandon or the initiation of abandonment 
procedures), the bill does not provide explicit criteria for 
costs and benefits of rail services to be continued or revi- 
talized except in the special situation where a "corrective 
action procedure" is initiated. 
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The bin gives inadequate recognition to the budget consequences 
of expanded eligibility. We have a limited budget for all 
transportation services and improvements--and we are faced 
with large claims against those resources from all sides. 
Expansion of eligibility could raise the claims of the rail 
service assistance programs, unless basic understandings as to 
budget constraints are reached at the outset. The Department 
does not believe that the case has been made for local service 
lines warranting a larger share of tax resources, now or in 
the future. 

Similarly, the case for rail service assistance being on a 
higher matching ratio than pertains for other transportation 
programs 1s questionable. While the higher ratio may have 
been necessary at Initiation of the Northeast program, under 
conditions of emergency reorganization of the bankrupt North- 
eastern carriers, the same circumstance does not prevail for 
expansion of the program nationwide. 

The bill reflects insufficient concern for the potential problem 
of granting Federal funds to private rail companies--another 
consequence of the pre-abandonment concept. Different arrange- 
ments, perhaps involving the States as lessees, should be 
developed. 

In the case of rehabilitation assistance, the bill does not 
contain any cost-recovery principles such as are contained in 
the "Iowa plan." Nor does it require that selection of lines 
for rehabilitation purposes be based upon sound economic 
analysis. 

In sunmary, we believe very strongly that H.R. 9398 falls far short of 

an adequate and responsible approach to the problem. We all need to 

take another close and unhurried look at ways to better administer the 

program. I say that in part because we take no satisfaction in adminis- 

tering a program that causes dissatisfaction among our colleagues In 

State government, and because I think we have it within our power to aid 

the Congress In developing a far more satisfactory approach. 

There are other provisions affecting the rail service assistance program 

which are primarily administrative in nature and on which we have already 

testified. We will be happy to go over our previous positions with the 

Conmittee staff. In addition the bill contains one new administrative 

provision which presents us with real problems and which we believe 

demands specific comment. Section 3 of the bill, in amending section 

5(k) of the DOT Act, provides that all assistance under the rail service 
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assistance program must include upgrading track to Class II safety 

standards. We oppose that provision since there is no apparent need to 

bring all subsidized lines to Class II standards. Many railroads 

routinely operate branch lines efficiently and safely at Class I as the 

basic level and there is little logic in requiring subsidized lines to 

be maintained at a higher level than unsubsidized lines. 

Employment Conditions 

The second and third portions of my testimony today concern two new pro- 

visions in H.R. 9398 which would affect the rail service assistance 

programs significantly and on which we have not expressed a position 

previously. The first of those relates to employment conditions and 

employee representation on lines for which financial assistance is being 

provided under the rail program. The bill would require that whatever 

entity is performing rail services on a subsidized branch line must 

agree to maintain the collective bargaining agreements and employment 

and working conditions in effect on such line, with such modifications 

as may be negotiated between that entity and whatever union represented 

the employees prior to April 1, 1976. Additionally, the provision would 

require that all work done on the line, whether of an operating or 

construction nature, be done by the crafts or classes of employees 

presently performing the work. Only in the event that sufficient such 

employees were not available or could not be hired could the work be 

subcontracted, in which case the subcontractor would be deemed to be a 

carrier and the subcontractor's employees would be deemed to be railroad 

employees. I should note that the designation of the subcontractor as a 

carrier is limited to the purposes of the provision. However, the 

provision Itself Is so broad that the restriction may be of little 

value. 

Based on our review of existing employee protection provisions, we believe 

that they adequately protect these employees. Therefore, we do not believe 
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there is a need for the provisions in H.R. 9398. Accordingly, the 

Department opposes these labor-related provisions. While we strongly 

support labor's right to pursue its collective bargaining interests, we 

cannot support such an unwarranted and serious intrusion of the Federal 

Government into matters which are more properly handled directly by 

labor and management. These provisions would have Federal law establish 

the collective bargaining status of a group of workers and in effect 

favor one collective bargaining process over another. 

It is extremely difficult to understand how the provisions requiring the 

use of existing work force personnel or of furloughed employees before 

permitting contracting out would, in practice, work. Where the operator 

of the Federally assisted line continues to be the entity operating prior 

to the provision of such assistance, there will be no difficulty in 

locating such personnel. However, where the operator Is some other 

entity, it Is completely unclear as to where the "crafts or classes of 

employees presently performing such work, including employees on fur- 

lough," will be found. Further, we cannot tell from reading the pro- 

visions how they would affect the many and complex existing relationships 

among Conrall, the States, the employees, the shortllne operators, and 

the subcontractors In the Northeast program. 

Nor do we know what the effect of these provisions would be on minority 

business opportunities. Regulations Issued pursuant to section 90S of 

the 4R Act require that all recipients of financial assistance under the 

rail service assistance programs take affirmative action to achieve 

minority hiring and minority business goals. It Is possible that the 

provisions of H.R. 9398 would seriously hinder States in complying with 

those regulations. Further, and related to that point, these provisions 

could place intolerable burdens on any subcontractors, be they minority 

or otherwise, who were able to perform any work under the program. Also 
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it is possible that the provisions making the subcontractor a carrier 

and the subcontractor's employees railroad employees, would require the 

subcontractors to pay both social security and railroad retirement on 

behalf of the employees. It is difficult to see how any subcontractor 

could make a profit at competitive rates under such onerous conditions. 

Further, it is possible that the employees of the subcontractor would 

have to pay dues to the railroad unions involved, as well as to their 

own unions, hardly a fair requirement. 

I should point out one pertinent piece of background coming out of the 

Northeastern program, which has been underway for a year and a half. The 

designated carrier for much of that service, Conrail, was not able to per- 

form much of the maintenance work requested'during the first program year, 

due to lack of personnel and resources. In those cases the States had to 

obtain other contractors to perform the work. The option of the States to 

subcontract such work to other than the operators of service has proven 

to be a necessary and proper tool for the branch line program. It 

should not be foreclosed. 

Corrective Action Procedure 

The third major area I would like to cover today concerns the provisions 

In H.R. 9398 which would create a "corrective action procedure." The 

procedure Is apparently designed to encourage the elimination of losses 

on light density lines by submitting certain issues to binding arbitration 

among all parties with an interest in the line (carriers. States, shippers 

and labor). 

While we see some merit in the idea of getting together the parties who 

have the most direct interest in the continued use of a branch line, and 

having them work out their problems themselves, we are opposed to this 

"corrective action procedure." First, the procedure would, in and of 
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Itself, expand the eligible light density lines to include lines which 

have; not yet been abandoned by the private sector.  In that respect it 

suffers from many of the same deficiencies as the direct expansion in 

the earlier provisions, my opposition to which I have outlined above. 

Second, the procedure is very elaborate and might be too complex to be 

workable. Third, because the provision contemplates 100 percent Federal 

funding of whatever solution involving financial assistance the parties 

agree on, or have imposed upon them in arbitration, it is difficult to 

see that it will have any positive and "corrective" effects. When the 

parties get together, rather than negotiate a reasonable solution which 

Involves each party giving a little, they will be under pressure simply 

to agree on how to use the taxpayers' money to avoid anyone being hurt. 

It is unlikely that as a result of this procedure there will be any real 

correction of the problems which caused the line to be a money-loser in 

the first place. Rather, the status quo likely will be maintained and 

funded with Federal subsidy funds. 

Conclusion 

There are several other provisions of H.R. 9398 which are not related to 

the rail service assistance programs and on which I would like to conment 

briefly. Of major interest are sections 13 and 14 of the bill, which 

would combine the section 504/901 studies required by the 4R Act and 

establish new dates for those studies. As I have testified previously 

before this Committee, the Administration supports those provisions. 

Finally, we would like to express our support for an amendment to the 

assistance program which is not Included in H.R. 9398. The amendment 

would extend the termination date of the section 505 preference share 

program from September 30, 1978, to September 30, 1979, and would permit 

subsequent expenditure of funds against obligations incurred through 

that date. Without such a modification, only $320 million of the $600 
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million which is authorized for that program could b? obligated before 

tin' proQi-iJi nj". aiiJ all funds ubli'juted but not expended on Septeii.ber 30, 

I97S. would lapse. 

Thank you Mr. Chairman. That concludes my prepared testimony.  I will 

be happy to answer any qusstions which you and other members of the 

Coimiittee might have. 

Mr. RooNEY. Thank you very much, Mr. Sullivan. 
On page 2 of your testimony you state with regard to the expam- 

sion of eligibility for branch line subsidies that we all need to take 
another close and unhurried look at the possibilities for a better 
program. 

I wonder, Mr. Sullivan, if you can give us any estimate as to when 
you believe the Department will be in a position to put forth its 
proposals as to how this program can be alleviated? 

Mr. SuLUVAN. I think that early in the next session we could 
have the necessary communication with the committee and also 
with the States to try to resolve some of the differences which have 
been expressed and come up with something positive and acceptable 
to all. 

Mr. RooNEY. In this regard, could you indicate to the committee 
what in your opinion would be the effect of delaying enactment of 
this expansion of eligibility until the next session? 

Mr. SuLUVAN. I will ask Mr. Swinburn to comment on that. 
Mr. SWINBURN. I don't see that it would have a serious effect on 

smything, Mr. Chairman. The branch lines which would become 
eligible under the proposed expansion are realistically branch lines 
that have been deteriorating for many, meuiy years. Incrementally, 
I don't think our adding a few more months to our deliberation 
process will seriously enhance that deterioration. 

Mr. RooNEY. Are all the States taking advantage of the branch 
line subsidies? 

Mr. SuixrvAN. We have in the State assistance program some 30 
or 31 States. I will have Mr. Swinburn give you an up-to-date 
description. 

Mr. SWINBURN. That is correct for the national program. All the 
States with the exception of Alaska and Hawaii are in some form 
using the assistance program. In the northeast they are using it 
actively for operating subsidy and rehabilitation purposes. By 
March most States will have submitted their plans and will have 
entered into the program phase. 

Mr. RooNEY. Mr. Russo? 
Mr. Russo. On page 3 of your statement you talked about some of 

your objections as a result of this legislation. You object to the fact 
that we maintain the collective bargaining agreements in the event 
that this bill were to pass. 

21-684 0-78-IS 
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Do you feel that the present existing protection provisions are 
BuflEicient to handle that particular problem? 

Mr. SULLIVAN. Yes, sir, I do. 
Mr. Russo. Would you explain that a little more clearly for the 

record? 
Mr. SULLIVAN. I think under title V of the 3-R act any employee 

with 5 years of service has full labor protection. I believe in the 
national program imder the 4-R act an abandonment triggers simi- 
lar protection clauses so that the people are protected. 

Mr. Russo. Do you think that is a hinderance to making the line 
a profitable line, this particular provision? 

Mr. SULLIVAN. I think that is a case-by-case thing that I would 
have no overall comment on. 

Mr. Russo. I don't have any further questions, Mr. Chairman. 
Mr. RooNEY. Mr. Madigan? 
Mr. MADIGAN. I am still in the process, as I am each time that 

someone comes from the FRA, of trying to determine exactly what 
your role is in all of this. The last time that someone was here I 
understood the FRA to be a spokesman for the Department of 
Transportation with regard to the particular issue before us then. 

Would that be the case today also? 
Mr. SULLIVAN. Yes, sir, we are speaking for the Department of 

Transportation. 
Mr. MADIGAN. Then your position is the position of the Depart- 

ment of Transportation and does that reflect the wishes of the 
administration? 

Mr. SULLIVAN. It is the position of the Department of Transporta- 
tion, sir. 

Mr. MADIGAN. IS that the position of the administration? 
Mr. SuLUVAN. Not to my knowledge. 
Mr. MADIGAN. Does the administration have any position on this 

piece of legislation? 
Mr. SULLIVAN. This testimony has been cleared with 0MB, but I 

believe the administration would wait for the Labor Department to 
have enough time to express their view. Therefore, it is restricted 
for now to the opinion of the Department. 

Mr. MADIGAN. When you say it has been cleared with 0MB, does 
that mean OMB thinks this it is aU right for you to testify or do 
they agree with what you are saying? 

Mr. SuLUVAN. Yes. 
Mr. MADIGAN. They agree? 
Mr. SULLIVAN. Yes, sir. 
Mr. MADIGAN. SO your testimony is the testimony of the Depart- 

ment of Transportation and of the Office of Management and 
Budget? 

Mr. SwiNBURN. I think a qualifiction is in order. A specific 
problem we face with this bill now is that due to the short period of 
time between when we became aware of the biU and knew we had 
to testify and today we have not been able to get the Labor 
Department to fully focus upon the labor provisions of this bill. 

Therefore, I think it would be inappropriate for us to say that the 
Labor Department and therefore the entire administration endorses 
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our testimony vis-a-vis the labor provisions because they simply 
have not had time to focus on them and come up with an opinion. 

The rest of our testimony, yes, represents unanimously the ad- 
ministration's position. 

Mr. MADIGAN. In summary is the administration's position that 
we should not act right now on this bill? Would that be a fair 
capsulation of where the administration stands? 

Mr. SuLUVAN. I think so. There are certain provisions of the bill 
that we have on the record supported. I think I would have to say 
that there are sections we oppose and sections we support and as 
Mr. Swinbum says, if it is necessary to go into the next session, we 
don't see any disaster to taking the time to look into it more 
thoroughly. 

Mr. MADIGAN. Thank you. 
Mr. RooNEY. The Chair now recognizes the distinguished ranking 

minority member of this committee, Mr. Devine. 
Mr. DEVINE. Thank you, Mr. Chairman. 
Mr. Sullivan, would I be inaccurate if I summarized your position 

on behalf of the FRA, the DOT and the 0MB is there is no 
compelling need for action by this committee or this Congress at 
this particular session? 

Mr. SuLUVAN. Yes, sir. 
Mr. DEVINE. Mr. Chairman, with your indulgence I have a short 

statement. 
Mr. ROONEY. Without objection. 
Mr. DEVINE. I think the bill raises a number of issues which need 

to be aired and fully considered as ways and means for improving 
our nation's railroads. I must add, however, that the changes in 
existing law as contemplated in the bill are of significant impor- 
tance so that I hope that this subcommittee will utilize whatever 
time there is between this session of Congress euid the next to fully 
examine all fo the ramifications of each change contemplated by 
the bUl. 

Mr. Chairman, this session has been one in which Congress has 
assumed a position of watchful waiting as the full impact of the 4-R 
act has begun to be felt. I think our position has been a correct one. 
We have seen ConRail come into being and I, for one, have been 
concerned about whether or not ConRail will make it. 

We have continued to authorize large sums of money for Amtrak. 
We have continued to be disappointed by the performance of 
Amtrak's management. 

We have watched the Interstate Commerce Commission imple- 
ment the regulatory changes contained in the 4-R act. In most cases, 
we have found that the commission has tried too hard to cling to 
the past and in many ways has failed to provide the necessary 
changes in regulations so as to help the railroads. For example, the 
Commission in my judgment misconstrued the so-called market 
dominance provisions. In my judgment, it was the intention of 
Congress to give railroads great freedom with respect to pricing. 
The Commission did not fully utilize the opportunity presented by 
the market dominance provisions of the 4-R act. 

I have heard many who are concerned about freight rates for 
recycled materials complain about the results of the study which we 



222 

mandated to the ICC in that area. In addition, I continue to hear 
from shippers and rail carriers who are dissatisfied with the pace at 
which the Interstate Commerce Commission moves. 

Mr. Chairman, I have mentioned a few of the general areas of our 
concern simply to illustrate that the problems facing our nation's 
railroads and indeed facing this committee are truly signiHcant 
problems that present a great challenge for positive action by the 
Congress and the administration. During this first year of the 
Carter administration, our former colleague, Brock Adams, has 
presided over the Department of Transportation with thoroughness 
and caution. The administration and Secretary Adams have had 
much to learn during their first year in office. I anticipate that next 
year will find a number of proposals coming from the administra- 
tion in order to deal with some of the major problems I have 
alluded to. 

I am certain that high on the list of actions to be recommended 
by the administration will be an updating of the branch line subsidy 
program. I would suggest that the Department of Transportation 
carefully study the approach used in H.R. 9398 as one of the ways 
for improving the branch line program. 

I will not be able to sit through all of today's hearings because of 
the rush of business which is a part of this Speaker's rush toward 
recess. I know that mainy of my colleagues will find themselves 
faced with the same demands on their time as I do. Nevertheless, I 
know that the record created by these hearings will be most helpful 
as we begin to grapple with the transportation problems which will 
face us next year. I know that everyone in this room shares my 
belief that much remains to be done to improve our nation s 
railroads. I hope that we will proceed in an orderly manner to 
achieve our goals. 

As one member I would agree with Mr. Sullivan that there is no 
compelling need to take action on this bill this particular session of 
Congress. 

Thank you, Mr. Chairman. 
Mr. RooNEY. Thank you, Mr. Devine. I appreciate your 

comments. 
Mr. Sullivan, in your discussion of the corrective action proce- 

dures on page 5 and 6 of your testimony, I note that you do not 
make any comment with regard to the funding provisions for this 
procedure. As you know, the bill provides an additional $20 million 
for fiscal year 1979 and 1980 and $15 million for fiscal years 1980 
and 1981. 

I also understand that it is assumed that the program would cost 
approximatly $20 million in this current fiscal year, but this 
amount cannot be provided in the bill because of the budget 
restrictions. 

In your opinion, do you believe that this additional funding is 
adequate for the program as presently designed? 

Mr. SULLIVAN. Mr. Chairman, since we oppose the procedure, 
why, naturally we would oppose the amount of money for funding. I 
have no opinion as to the amounts involved. 

Mr. RooNEY. In your testimony in July you objected to our 
increasing the funding for branch line subsidies from the current 
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$360 million to $450 million. Am I correct in assuming that al- 
though not mentioned in your testimony, that your position still 
remains the same? 

Mr. SULLIVAN. Yes, sir, we still oppose that. 
Mr. RooNEY. Are there any further questions? 
Thank you, Mr. Sullivan. 
Our next witness is the Honorable Charles L. Clapp, Acting 

Chairman of the Interstate Commerce Commission. 

STATEMENT OF HON. CHARLES L. CLAPP, ACTING CHAIRMAN, 
INTERSTATE COMMERCE COMMISSION, ACCOMPANIED BY 
ALAN FITZWATER, DIRECTOR, RAIL SERVICES PLANNING 
OFFICE 

Mr. RooNEY. I wonder if inasmuch as we do have several more 
witnesses, if the witnesses could contain their remarks to some- 
where in the neighborhood of 10 to 15 minutes. Perhaps you can 
summarize and make your statement a part of the record. 

Mr. CLAPP. Thank you. I am accompanied by Alan Fitzwater, 
Director of the Rail Services Planning Office of the Commission. 

I want to thank the Chairman and members of the Transporta- 
tion Subcommittee for giving the Commission this opportunity to 
present its views on this bill. On July 27, 1977, Chairman O'Neal 
made a statement before this subcommittee regarding various pro- 
posed amendments to the State Rail Freight Service Assistance 
Programs. H.R. 9398 incorporates many of the provisions of the 
earlier bills and adds new provisions which were not addressed in 
our earlier statement. Although the Commission favors much of 
this bill, we do have serious concerns about certain provisions 
which I would like to bring to your attention at this time. 

FEDERAL ASSISTANCE  LEVELS 

Section 2(a) would extend by 9 months, to March 30, 1978, the 
period of 100 percent Federal subsidy assistance in the national 
program. Section 9 of the bill would also extend the 100 percent 
Federal assistance period in the regional program to March 30, 
1978, an extension of 1 year. The Commission supports extending 
subsidy assistance only for rehabilitation projects, but not for oper- 
ating expenses. We recognize that the slow startup of the program 
and the difficulties experienced in executing leases with trustees of 
the bankrupt railroads prevented completion of many rehabilitation 
projects within the year allowed, thus negating congressional 
intent. 

On the other hand, the current requirement with respect to 
operating expenses that the State contribute to the subsidy pay- 
ment in the second subsidy year has provided incentive for develop- 
ing efficiencies leading to the same service being provided at less 
cost to the public such as occurred in several States where shortline 
railroads have replaced ConRail as operators of subsidized branch 
lines. We think that might not have happened absent the require- 
ment that the State provide a portion of the subsidy. 
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m-KIND BENEFITS AND  REHABILITATION  ASSISTANCE 

Section 2(c) and section 10 of H.R. 9398 make several changes in 
the national and regional programs respectively. The Commission 
believes these changes are necessary to give the States increased 
flexibility in designing long-term rail transportation programs. 

PROJECT EUGIBIUTY  AND LABOR PROVISIONS 

Section 3 of H.R. 9398 would amend the national program (1) to 
make certain additional lines eligible for subsidy assistance, (2) to 
make certain labor conditions appliable to subsidized operations, 
and (3) to specify minimum levels of rehabilitation on subsidized 
lines. Section 11 of the bill would make similar amendments to the 
regional program. 

These amendments would make lines which are the subject of an 
abandonment proceeding and lines which are potentially subject to 
abandonment eligible only for assistance for rehabilitation and 
improvement projects. The Commission supports these provisions in 
the belief that providing one-time rehabilitation or improvement 
assistance to a marginally profitable line represents a more rational 
solution than permanently subsidizing an unprofitable line which 
has already been authorized for abandonment. The proposed 
changes in eligibility for subsidy funds would allow this one-time 
assistance to be provided under the subsidy program. 

The Commission recommends two technical corrections to these 
provisions. First, the bill refers to lines which are subject to an 
abandonment proceeding. We recommend substitution of the words 
the subject of an abandonment proceeding. This change would be 
consistent with the language of the system diagram map require- 
ments of the regulations issued by the Commission under the new 
abandonment provisions established by section 802 of the Railroad 
Revitalization smd Regulatory Reform Act of 1976, 4-R Act. 

Second, the bill defines as eligible those lines classified as poten- 
tially subject to abandonment pursuant to section la(5Xa) of the 
Interstate Commerce Act [IC Act]. Both section laCSXa) and the 
Commission's abandonment regulations explicitly distinguish lines 
potentially subject to abandonment from lines for which a carrier 
plans to submit an abandonment application. This latter category 
has been inadvertently excluded from eligibility by the wording of 
sections 3 and 11 of H.R. 9398. We recommend the addition of lines 
for which a carrier plans to submit an abandonment application to 
the categories of lines eligible for subsidy assistance. 

Sections 3 and 11 of the bill would also make agricultural and 
fossil fuel resource lines eligible for subsidy assistance if certain 
conditions are met. First, the line must either be shown on the 
railroad's system diagram map or it must be included in either the 
agricultural or fossil fuel rail bank established by the Secretary of 
Transjportation. Second, the line must currently provide, or will 
provide in the future, services which either the Secretary of Agri- 
culture or the Secretary of the Interior has found should be main- 
tained or restored to provide for agricultural or energy needs. 

The Commission supports this concept in part and recommends 
that several changes be made to the proposed provisions.  Any 
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agricultural or fossil fuel line which is identified on a system 
diagram map would already be eligible for subsidy assistance by 
virtue of the provision making lines potentially subject to abandon- 
ment eligible for subsidy. If an agricultural or fossil fuel line is not 
identified under existing categories on the system diagram map, it 
is not in immediate jeopardy of being abandoned because a line 
must be identified on tjfie system diagram map for four months 
before an abandonment application can be filed. 

Section 4 of H.R. 9398 would require that railroads identify on 
their system diagram maps those lines which serve either agricul- 
tural producing and marketing activities or fossil fuel natural 
resource areas and which sustain an operating loss. Although ad- 
vance notification of possible abandonments in agricultural and 
fossil fuel resource areas is desirable, an additional system diagram 
map category is not necessary. 

It would be beneficial for the Secretaries of Agriculture and 
Interior to identify all rail lines which serve agricultural and fossil 
fuel areas. If these lines were identified, then it would be a simple 
matter to compare each carrier's system diagram maps to the maps 
depicting agricultural and fossil fuel resource lines. This would 
provide sufficient notification. 

Sections 3 and 11 of H.R. 9398 would also require that financially 
assisted programs include, as a minimum, the upgrading of all track 
to Federal Railroad Administration (FRA) Class II track standards. 
FRA Class 11 standards permit freight speeds up to 25 miles per 
hour and passenger speeds up to 30 miles per hour. While there are 
many subsidized branch lines that should be upgraded to class 11 
standards to permit efficient operations, there are also subsidized 
lines which are so short or require service so infrequently that the 
additional expenditure to raise the line from class I—10 miles per 
hour—to class II could not be justified. Thus this provision should 
be modified to permit, rather than to require, upgrading to class II. 
The responsibiity for determining the appropriate level of upgrad- 
ing should be placed on the State which is subsidizing continued rail 
service over the line. 

Sections 3 and 11 of H.R. 9398 would require a subsidized opera- 
tor to continue and maintian the agreement, employment, and 
working conditions in effect on the line prior to the commencement 
of subsidized operations. The provisions would require that any 
work on the line be performed by the crafts or classes presently 
performing the work, subject to existing aigreements. If the work is 
subcontracted, the employees of the subcontractor would be deemed 
to be railroad employees and the existing agreements would apply 
to them also. 

The Commission opposes these provisions. Seven of the States 
involved in the regional program have elected to continue the 
operation of some of the lines excluded from the ConRail system by 
designating short line railroads as subsidized operators. Many of 
these designated short line operators are able to provide subsidized 
services at reduced cost by using smaller train crews and special 
operating practices, and by contracting for maintenance and reha- 
bilitation services. Several States are training State transportation 
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department employees to perform inspection and minor mainte- 
nance functions on lines subsidized by the State. 

These labor provisions would substantially decrease the number 
of lines which would continue to receive service under the subsidy 
program. Many of the existing short line subsidized operations 
could be terminated because of the increased financial burden on 
the States if the costs of these operations increased. 

CORRECTIVE  ACTION  PROCEEDING 

Section 6 of H.R. 9398 would amend the Interstate Ck)mmerce Act 
to create a process identified as a corrective action proceeding. This 
process would permit ConRail, and any State or other railroads 
which elect to participate, to develop an operating and corrective 
action agreement on lines listed on the railroad's system diagram 
map which lose money on an avoidable cost basis. The lines which 
would be eligible for this program are those identified as lines for 
which the carrier intends to file an abandonment application. If the 
line incurs a loss, as determined by the Rail Services Planning 
Office, the railroad would be entitled to full payment of the losses 
starting from the date the line was submitted for a corrective action 
proceeding and continuing until the corrective action agreement 
was effective. 

Although there is potential benefit in this program—including 
changes in marketing practices, rates, quality of service, taxes and 
maintenance—the commission cannot support it. If financial assis- 
tance is not provided and the subsidy agreement is terminated, the 
Commission would be required to grant any subsequent abandon- 
ment application relating to the line. This would reduce the Com- 
mission s consideration of public convenience and necessity to a 
calculation of revenues and costs in a subsequent application. 
Public convenience and necessity encompasses far more than a 
review of a carrier's statement of revenues and costs for a particu- 
lar service. A recent Commission decision illustrates this point. This 
fall, the Commission denied an application of the Abilene and 
Southern Railway to abandon 39 miles of line in Texas—No. AB-21. 
The carrier filed the abandonment application in June 1975, based 
principally on losses sustained in 1974. The 1974 cost/revenue 
relationship on the line demonstrated a substantial loss. Neverthe- 
less, when the carrier made service and car supply improvements in 
1975, the line showed a turnaround and a profit. The Commission, 
after hearings, denied this abandonment application on the grounds 
that the traffic decrease experienced in 1974 was induced by the 
Abilene and Southern's actions, principally its failure to furnish 
cars to shippers, and that a minimum capital investment and 
improved service would eliminate any losses on the line. In this 
case, our examination of public convenience and necessity went 
beyond the loss sustained and examined the causes. Therefore we 
recommend that these provisions be deleted. 

STATE  RAIL PLANNING FUNDS 

We support Section 8(b) of H.R. 9398 which would provide for an 
increase in State rail planning funds from $5 million per year for 3 
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years to $10 million per year for 5 years. This allows a reallocation 
of funds for planning and does not represent a new authorization 
for expenditures. 

SERVICE CONTINUATION  BY  OTHER OPERATORS 

Section 13 of H.R. 9398 would amend the Interstate Commerce 
Act to allow the commission to condition an abandonment by 
requiring the owning railroad to grant trackage rights to a connect- 
ing railroad or a short line railroad to provide subsidized service to 
the abandoned line. 

Although section la(4) of the act is broad enough to encompass 
such a condition, we support the proposed amendment to emphasize 
the Commission's authority in this area and to endorse the concept 
of a designated operator. 

We believe, however, that the language of this section is overly 
broad. Specifically, the language could be interpreted to allow the 
State's designated operators to transport freight for hire on the 
applicant's main line. We do not believe that this was the intention 
of the proponents of section 13. Rather, that section was meant to 
allow the movement of locomotives, crews, and other equipment in 
nonrevenue service in order to allow maximum use and efficiency 
of the connecting railroad's, or short line railroad's, equipment. We 
suggest that the language in appendix B be substituted for section 13 
[see p. 228]. 

USRA  BOARD  OF  DIRECTORS 

Our last recommendation deals with a subject which should be 
added to the bill. As you know, the chairman of the Interstate 
Commerce Commission is a legislatively designated member of the 
USRA board of directors. The role of the board has changed consid- 
erably since the establishment of ConRail and implementation of 
the final system plan. Instead of being a planner, USRA is now a 
financier. As such, its concern is with the capacity of certain 
carriers to meet their financial obligations to the government. 
Frequently, USRA is called upon to review strategies before the 
Commission; many issues presented to the USRA board must later 
be considered by the Interstate Commerce Commission. Conse- 
quently, the Chairman is often in the position of having to abstain 
from participating in many important decisions which come before 
both bodies. This is not beneficial to the proper workings of either 
the USRA board or the Interstate Commerce Commission. As a 
result, the Commission recommends that the Regional Rail Reorga- 
nization Act of 1973 be amended to remove the Chairman of the 
Interstate Commerce Commission from membership on the USRA 
board of directors. We have included draft legislation to remove the 
chairman from the USRA board as an attachment to my prepared 
statement. 

Thank you for this opportunity to present the commission's views 
on the State Rail Freight Assistance Act of 1977. I will be glad to 
attempt to respond to any questions you may have. 

[Appendices A and B follow:] 
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APPENDIX A 

(a) Sectton 20Kd) of the Regional Rail Reorganization Act of 1973 

(45U.S.C. 71Xd)) Is amended by stractag"U" and Inserting In lieu thereof "Ifl". 

(b) Section 201(d) (2) of the Regional RaU Reorganization Act of 1973 

(45 U.S. a 7U (d) (2))is araended- 

(1) by striking "three" and Inserting In lieu thereof "two"; 

(2) by striking "the Chairman of the Commission"; and 

(3) by striking "the Deputy Secretary of Transportation, the 

Vice C3iairman of the Commission, or the Deputy Secretary of the 

Treasury, as the case may be", and inserting in lieu thereof "their 

duly authorized representatives". 

(c) Section 20Kf) of the Regional RaU Reorganization Act of 1973 

(45 U. S. C 711 (f)) Is amended by striking " six" and inserting in lieu thereof "five". 

(d) Section 201(h) of the Regional RaU Reorganization Act of 1973 (45 

U. S. C 7U (b)) is amended- 

(1) tiy striking "Chairman of the Commission" and inserting 

in lieu thereof "Secretary of the Treasury"; and 

APPENDIX B 

Sec 13.   Section la(4) of the Interstate Commerce Act (49 U. S. C 

la(4)) Is amended by adding at the end thereof the following new sentence: 

"The terms and conditions referred to In subdivision (b) of this 

paragraph may Include a direction, vrtiere the Commission finds It to be In 

the public Interest to do so, awarding trackage rights to another common carrier 

by railroad or to a State, or a political sutxlivision thereof, over all or any portion 

of the line for the purpose of moving locomotives, cabooses, other equip- 

ment and crews in non-revenue service tietween any lines operated by such other 

carrier.   In making such determination, the Commission shaU consider the views 

of any State or other party directly affected by such abandonment or discontinuance 

and shall fix Just and reasonable compensation, for such trackage rights." 
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Mr. RooNEY. Thank you, Mr. Clapp. 
Mr. Sullivan of DOT testified that his department does not favor 

leaving the determination of eligibility for assistance with the 
carriers by allowing them to create eligibility by notifying the 
Commission of an intent to initiate abandonment procedures. 

Isn't that position directly opposed by the ICC? 
Mr. FiTZWATER. I guess the answer is yes. We see no difference in 

the position that the railroads are in in filing a system diagram 
map where they are allowed to designate the lines that are poten- 
tially subject to abandonment than they are when they file an 
application for the ICC. It is a voluntary act on the part of the 
railroad in both instances. So the railroad is under complete control 
in either situation to determine which lines would come under this 
program. 

Mr. RooNEY. On page 4 of your statement you state any agricul- 
tural fossil fuel line which is identified on a system diagram map 
would eilready be eligible for subsidy assistance by virtue of the 
provision making lines potentially subject to abandonment eligible. 

Is it the Commission's position that such a requirement would be 
a duplication and unnecessary? 

Mr. CLAPP. Yes. 
Mr. RooNEY. That is your position. 
Mr. CLAPP. Yes. 
Mr. RooNEY. Mr. Russo. 
Mr. Russo. Thank you, Mr. Chairman. 
In discussing removing the Chairman of the Commission from 

USRA board, it would then make it an even numbered board. 
Do you consider it a proper measure? Wouldn't it be better to 

have an odd numbered board to be able to break a tie? 
Mr. CLAPP. I am sure that Congress, in its wisdom, would take 

care of that, but we do feel that it is inappropriate for the Chair- 
man to be a member in view of the kinds of issues which are now 
coming before the board. We had a recent situation, as you may 
know, with respect to the Delaware and Hudson Railroad, where 
the Qiairman was very concerned that his participation in activi- 
ties there might preclude him from participating as a member of 
the Commission. 

Mr. Russo. Should we have another member in lieu of the 
Chairman or delete two members so we have an odd number? 

Mr. CLAPP. We are concerned about deleting the Commissioner, 
and it may well be that an examination by this committee, by the 
Congress, of the membership of the board, would indicate that some 
other changes might also be made. 

Mr. Russo. Can you explain to this committee why it is necessary 
to have the amendment that you have in appendix A? You recom- 
mend that we amend to permit duly authorized representatives to 
attend the board. 

What is your reason for that? 
Mr. CLAPP. With respect to that item No. 3 in appendix A, by 

striking certain designated officials, including myself, and inserting 
there, duly authorized representative, we were merely following 
Sroposals which had been advanced in both the House and the 

enate, and expressing our lack of disagreement with those propos- 
als. That language was taken from bills that have been submitted. 
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Mr. Russo. It wasn't something that you discussed in your 
testimony. 

Mr. CLAPP. Yes. 
Mr. Russo. It is a reverse position from what we took last year. 
What is the reason? What is the jsutification for doing that? 
Mr. CLAPP. It gives more flexibihty to the Chairman. If, for 

example, the Vice Chairman and the Chairman both were away for 
some reason, it would permit another duly authorized representa- 
tive to appear. 

Mr. Russo. We ran into some problems last year. That is one 
reason why we put the amendment in, which doesn't make sense 
after putting it out. 

On page 7 of your statement you talked about the public conve- 
nience and necessity encompasses far more than a review of the 
carrier's statement of revenue cost for a particular service. Yet the 
example you give us stresses the fact that the railroad did turn a 
profit. 

So when you talk about public convenience and necessity encom- 
passing far more, what does it encompass other than revenue cost 
for a particular service? 

You say it encompasses far more than that. It is on page 7. 
Mr. CLAPP. In the example cited in the prepared statement but 

not presented here today, the application of the Abilene and South- 
ern Railroad to abandon 38 miles of line in Texas, the carrier filed 
an abandonment application based principally on the losses which 
they had sustained. The Commission we felt that this loss was due 
in part to the failure of the railroad to provide the services neces- 
sary to shippers, that if more cars were available, more traffic 
would be carried, and there would be more profit. 

During the course of our discussions and deliberations, the carri- 
ers decided to add more cars, and the situation turned around. 
What we are saying is that we must look not only at the present 
financial situation which obtains with respect to a railroad, but to 
the potential in an area. 

Is there an opportunity for expanding service? Is there an oppor- 
tunity, if there is coordination and cooperation within the commu- 
nity, that at some point in time this particular line will become a 
profitable line, therefore, maintaining service to areas of the coun- 
try or the States which might not otherwise receive it? 

What we are sajdng is that we should look beyond just the profit 
and loss situation and look and see whether there is any potential. 
What are the factors which led to this loss? 

Mr. Russo. I don't have any further questions, Mr. Chairman. 
Mr. RooNEY. Mr. Madigan. 
Mr. MADIGAN. Mr. Clapp, I want to see if I understand what you 

said. 
You indicated, with regard to the corrective action proceedings, 

that a railroad could short service to a particular line, equipment, 
for example, thereby reducing the traffic volume on that line for a 
given period of time, and then indicating that they wanted to 
abandon so that the State would take it over through this proceed- 
ing. The ICC would never really make a determination because they 
wouldn't have any responsibility to do that or opportunity to do 
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that, and what we would wind up with would be a rail line that 
could be profitable, that doesn't show as being profitable, that the 
State would be providing the maintenance and operation of, and the 
railroad would be using. In other words, they just simply transfer 
the responsibility for the line by cutting down on the equipment 
available to it for a while, and decreasing the revenues on it for a 
while. 

Is that essentially what you said? 
Mr. CLAPP. I would say that is an extreme situation, but it is 

possible. That could happen. 
Mr. MADIGAN. YOU also testified that some of the short line 

operators have been able to operate these lines more profitably or 
more econmically through the use of smaller train crews and 
special operating practices. 

Could you describe these special operating practices? 
Mr. CLAPP. Seven of the States have tried to take advantage of 

the short line operation. These States are Michigan, Indiana, New 
York, Pennsylvania, Maryland, Delaware, and Ohio, and they have 
tried, it is my understanding, to restrict service so that they provide 
basic service, but no frills, and in addition cut down the train crews, 
so that costs are reduced, therefore making the difference between 
being able to continue service and not being able to continue a 
service. 

Perhaps Mr. Fitzwater would like to expand. 
Mr. FITZWATER. Some of the other work rules, I guess, do not have 

to be followed. For example, it is possible that a crew only work for 
a half day and only be paid for a half day, whereas, if they are 
working under the new union rules, if they come out on a shift at 
all, then they would be paid for the full day regardless of how many 
hours of actual work was performed. So, in effect, the short line 
operators are able to tailor the service to the community very 
specifically, providing service basically when needed and with crews 
that are available either on a part time or a full time basis, and are 
not caught up with some of the work rules that are normally 
associated with the main line carriers. 

The etimates run from a savings in crew costs alone from 25 to 50 
percent. 

Mr. MADIGAN. Mr. Clapp, the scenario that I described to you, you 
said would be an extreme situation. Still in your testimony you 
describe the situation exactly like that, where the Cmmisison did 
not grant an abandonment because they felt that service had not 
been provided on the line, and that had resulted in a loss of volume. 

What you are sajring in this instance is that if we adopted this 
bill, there would be no procedure like the ICC performs now; is that 
correct? There would be no one making a determination as to 
whether or not there was some reason for that loss of volume? 

Mr. CLAPP. AS it stands now, I believe that would be true, but you 
might make provision for some other body perhaps to look at this. 

Mr. MADIGAN. Thank you very much, Mr. Chairmsm. 
Mr. RooNEY. Ms. Mikulski. 
Ms. MIKULSKI. Yes. 
Mr. Clapp, I would like to refer back to your testimony on pages 5 

and 6, where you discuss s3 and 11 of H.K. 9398, or so-called labor 
rights provisions. 
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In your testimony you oppose these two sections. My question to 
you would be that if we strike these two sections, how would you see 
workers' rights being protected? 

It is my feeling that really, historically, workers in this country 
have only had their right to an adequate income and their right to 
work in a decent, clean, safe place protected through the collective 
bargaining mechanism. 

My concern is that if we follow your recommendation, workers 
would unduly suffer, and perhaps we could to 19th century labor 
practices. 

Mr. CLAPP. This obviously is a serious problem. I don't believe in 
this day and age that would be permitted to happen. I am concerned 
about lines like the Delmarva Peninsula Line, which might really 
be eliminated if present requirements, the full-fledged require- 
ments, were to be applied there, that is, if they couldn't operate 
with somewhat reduced crews. The cost would be so great that this 
would be not only marginal, it would go from the marginally 
survivable area to complete loss. 

I do, of course, share your concern that we must insure that labor 
is not discriminated against. 

Ms. MiKULSKi. How would that be done, Mr. Clapp? Who would do 
that? You said you don't think it would slip back. 

I don't agree with you. I don't know of any mechanism, or 
structure, that would guarantee workers' protection. 

Mr. FrrzwATER. May I respond to that? 
First of all, the lines that we have used as an example, and I am 

sure that the congressmen earlier have used as examples, are lines 
that have been abandoned under the 3R, reorganization of the 
railroads, in the Northeast. Title V of the 3R act gave full labor 
protection to all the employees that were involved. So for the 15 
short line operations that are now underway, under mone)^ pro- 
vided in the 3R act, labor protection has already been given under 
title V. 

In addition, any application that is filed with the Interstate 
Commerce Commission, the Rail Labor can come in and the ICC in 
every case has offered labor protection to the employees that are 
involved in that particular traffic. So you are in a situation that 
either the ICC in future abandonments or the Congress through 
title V in the 3R act have provided full labor protection for those 
employees that are working at the time the action takes place. 

Ms. MiKULSKi. When an application comes before the ICC on a 
matter such as this, how long does it take for a final decision to be 
made? If I am being protected by you, how long would it take for 
that protection to be in operation/ 

Mr. FiTZWATER. Under the 4R act, there are new mandatory time 
frames. There are two different procedures that can be used. One is 
for an unprotested application for abandonment. Since the 4R act, 
regulations have been implemented, about half the cases filed with 
the ICC have come into this category, and a final decision has been 
issued in 60 days. This means someone comes in and there is no 
protest. 

On the other hand, if a protest is filed, then you go into a hearing 
process, and an actual hearing will be conducted out at the location 
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where the service is currently being performed, and the Commis- 
sion then, the administrative law judge that conducts the hearing 
would come back and prepare an initial report for the Commission. 
The Commission would then review it and fmalize it. This all 
should take place within a 30-month period. 

Ms. MiKUi;SKi. That should? How does it work? How has it 
worked? 

Mr. FiTZWATER. We are under 18 months now. I think probably 20 
percent of the cases that are involved have already been decided. 
The remaining 80 percent have not been decided at this point. They 
have been filed with the Commission anywhere from a period of 2 
or 3 months to a period of a year. I don't think any of the cases that 
have been died since the 4R act have taken a period longer than 18 
months. 

Ms. MiKULSKi. Thank you. 
Mr. RooNEY. Thank you, Ms. Mikulski. 
Mr. Devine. 
Mr. DEVINE. Thank you, Mr. Chairman. 
The questions asked by Mr. Russo to Mr. Clapp responded to any 

inquiries that I might have. 
I yield back the balance of my time. 
Mr. RooNEY. Thank you. 
We appreciate very much your appearance here today, 

gentlemen. 
Our next witness will be Mr. Donald C. Cole, acting president, 

United States Railway Association. 
You may proceed, Mr. Cole. 

STATEMENT OF DONALD C. COLE. ACTING PRESIDENT, UNITED 
STATES RAILWAY ASSOCIATION, ACOMPANIED BY ALBERT J. 
FRANCESE, SECRETARY AND LEGISLATIVE COUNSEL; AND ED- 
WIN RECTOR, ASSISTANT GENERAL COUNSEL 

Mr. COLE. Mr. Chairman and fellow members of the committee: 
I am pleased to be here to testify specifically this morning with 

respect to H.R. 9398 which would deal with catastrophic loss amd 
indemniHcations in commuter operations by ConRail. 

I have with me, Mr. Ed Rector, assistant general counsel for 
finance, and Mr. Albert Francese, our legislative counsel and acting 
secretary. 

Mr. RboNEY. Why is everybody acting over there? 
Mr. COLE. Mr. Chairman, there was a sudden change last yetir 

following the departure of our chairman, Mr. Lewis. During the last 
year of Mr. Lewis' Chairmsmship, USRA had no president. Until 
there is a presidential appointment of a chairman, there was no 
way to have a chairman. At this time I am acting president. 
Hopefully some action will be taken by our board, with the recom- 
mendation of the Secretary of Transportation, on the appointment 
of a president, at least by the end of this month. 

Mr. RooNEY. And you have an outside chance. 
Mr. COLE. Yes, outside. Possession may still be 9/10 of the law. 
As proposed, H.R. 9398 would amend section 211 of the 3R act to 

establish a new loan program under prop<»ed subsection (j) to be 
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administered by the association. The association would be autho- 
rized to indemnify ConRail or State or local transportation authori- 
ties for commuter rail casualty losses up to $50 million in excess of 
private insurance coverage or an established casualty reserve fund. 

Such a proposed indemnification provision is put forth in order to 
deal with the unavailability of private insurance coverage for pas- 
senger rail catastrophic risks, and would establish a program of 
Federal assistance for such risks through the association's section 
211 loan program. 

It is my understanding that the necessity is driven by the fact 
that the 3R act as amended by the 4R act specifically precluded 
ConRail from assuming any losses for passenger commuter oper- 
ations. On the other hand, certain commuter authorities in the 
States find that they cannot sign a contract with C!onRail which has 
a form of an open ended liability for what may occur if a commuter 
train is involved in a very bad derailment or collision, and a 
number of damage claims and personal liability claims are filed 
against the carrier. 

However, the association has a problem with section 211 as an 
appropriate vehicle for this proposed program. While as a short- 
term solution it may be useful, in the long term some other 
approach should be looked at. 

Section 211 as it now stands is based on the expectation that 
loans would be repaid. The proposed section 211(j) would really be a 
grants program with no means provided for discharging the associ- 
ation's obligation. In addition, the association does not wish to 
institutionalize section 211 as it now stands. Most of the section 211 
loan programs have been terminated in recognition of their special 
purpose and intended limited duration. 

Expansion of this program over the long term to cover indemni- 
ties for catastrophic losses would be inconsistent with the congres- 
sional intent in enacting the section 211 program and subsequent 
amendments to that section. 

Section 211 originated in the 3R act to provide loan funds to 
achieve in the goals of that act and to assist railroads connected 
with the railroad reorganization. Under that provision, the associ- 
ation loaned money to the M-K-T Railroad, and later made an 
additional loan to the Delaware and Hudson Railway Co. These 
Erevisions were essentially terminated by Congress in the 4R act 

ecause further loans could not be made to any railroad that did 
not have a loan application outstanding as of January 1, 1976. 
Other than periodic drawdowns, the association's section 211 pro- 
gram is now inactive. 

The 4R act also amended section 211 to authorize new (g) and (h) 
programs. Section 211(g) loans were preconveyance loans to ConRail 
so that ConRail would be able to do planning and cover a startup 
costs before its actufd conveyance and the provision of the regular 
Federal funds. 

Section 211(h) loans were made to ConRail for the payment of 
certain preconveyance obligations of railroads in reorganization. 

I would like to point out that the section 211 (h) program is 
currently the only active section 211 program administered by the 
association, and as a result of actions taken at our last board 
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meeting on September 28, the association has now committed its 
maximum obligational authority of $350 million of section 211(h). 
Because of certain rollover provisions in section 211(h), there will be 
additional loans made as repayments of the loaned funds are made 
by the trustees, particularly the Penn Central We feel we can loan 
out enough money to fully fund the section 211 (h) obligations. 

Now we find proposed section 211(j) coming to us as a program of 
indemnification of ConRail rather than one that contemplates the 
repayment of USRA's loans by C!onRail. We would have to, under 
this program, borrow from the Federal Financing Bank, but since 
we wouldn't have any repayment, we would immediately have a 
default on our part. This would trigger the Secretary of Transporta- 
tion's guarantee, which stands behind all section 211 programs. The 
Treasury Department would then act on the Secretary's guarantee, 
and you would have the Federal Government then paying off 
everjrthing with the Treasury or DOT coming back to (Congress for 
appropriations to cover their payments. 

This approach bypasses the normal appropriations budgetary 
process by utilizing the off-budget authority under section 211 of the 
3R act. USRA's off-budget authority was utilized in the past only 
when there was an expectation of repayment and to avoid the 
delays inherent in the appropriations process which might have 
resulted in the bankruptcy of a railroad or in the delayed imple- 
mentation of the final system plan. 

Moreover, it was generally understood that USRA's off-budget 
authority would self-destruct. For example, both the Senate Budget 
Committee and the House Budget Committee have held hearings 
and issued reports on off-budget programs, and both have recom- 
mended that USRA's off-budget authority cease, putting USRA 
completely on budget. 

The policy reasons for USRA's off-budget lending authority have 
largely disappeared. This is so because the loans and financial 
assistance for railroads have passed from USRA to the Department 
of Transportation, and ConRail is being supported by on-budget 
appropriations. 

It is for these reasons that the association would be opposed to 
expanding the section 211 over the long term. If it is necessary as a 
short-term solution to solve some immediate problems, then put a 
deadline of, say, the end of this fiscal year, October 1, 1978, on a 
section 211(j) program, and next session of Congress could devise a 
long-term solution that would involve some type of insurance 
program. 

"That concludes my testimony regarding the proposed section 
211(j). I would be pleased to answer any questions from the 
subcommittee. 

[Mr. Coles' prepared statement follows:] 

21-6M 0-78 -1« 
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ACTING PRESIDENT, UNITED STATES RAILWAY ASSOCIATION 
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SUBCOMMITTEE ON TRANSPORTATION 

AND COMMERCE OF THE 
HOUSE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 

October 19, 1977, 10:00 a.m. 

Mr. Chairman, I am  pleased to have this opportunity to testify 

before your Subcommittee with respect to H.R. 9398 entitled in part: 

a bill "to amend the Department of Transportation Act and the 

Regional Rail Act of 1973.' My comments will address the provisions 

dealing with catastrophic loss indemnification.  With me are 

Mr. Albert J. Francese, Legislative Counsel and Acting Secretary, 

and Mr. Edwin Rector, Assistant General Counsel-Finance. 

As you are aware, the United States Railway Association 

("Association") is a non-profit mixed-ownership government 

corporation incorporated under the laws of the District of Columbia. 

The Association was established to reorganize amd rationalize the 

northeast rail system and to plan for the conveyance of rail 

properties to Consolidated Rail Corporation ("Conrail"). 

Consistent with the goals of the Regional Rail Reorganization Act 

of 1973, as amended (3R Act), the Association submitted a Final 

System Plan to Congress to facilitate the restructuring and 

Ieutganization process. The Association's post-conveyance 

responsibilities are to monitor the government's investment in 

Conrail euid Conrail's financial performance emd to conduct the 

on-going valuation litigation before the Special Court. 
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H.R. 9398 «rould amend Section 211 of the 3R Act to establish 

a new loan program under proposed subsection (j) to be administered 

by the Association.  The Association viould be authorized to 

Indemnify Conrail or state or local transportation authorities 

for conmuter-rail casualty losses up to $50 million in excess of 

private insurance coverage or an established casualty reserve fund. 

The indemnification provisions of H.R. 9398 deal with the unavail- 

ability of private insurance coverage for passenger-rail 

'catastrophic" risks and establish a program of federal assistance 

for such risks through the Section 211 program. 

The Association is concerned that the public must be protected 

from accidents involving commuter-rail passengers.  The Association 

believes, however, that Section 211 is an inappropriate vehicle 

for long term federal assistance for catastrophic losses.  Section 

211 as it now stands provides for loan programs created with the 

expectation that the loans would be repaid.  Proposed Section 

211(j), however, is a grant program with no means provided for 

discharging the Association's obligation.  Moreover, the Association 

does not wish to institutionalize Section 211.  Most of the 

Section 211 loan programs have been terminated in recognition of 

their special purpose and Intended limited duration.  Expansion of 

the Association's Section 211 loan authority over the long term to 

cover indemnities for catastrophic losses would be inconsistent 

with Congressional intent in enacting the Section 211 program and 

subsequent amendments to that section. 
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The Association's Section 211 loan authority originated in 

the 3R Act as enacted January 2, 1974 primarily to provide loeui 

funds "to achieve the goals of the Act" and to assist railroads 

connecting with a railroad in reorganization.  The objective of 

the 211 loan program was to permit the orderly continuation of 

railroad operations prior to conveyance on April 1, 1976.  The 

Railroad ReVitalization and Regulatory Reform Act of 1976 (4R Act) 

amended Section 211, however, to limit the Association's loan 

authority for these purposes to loan applications outstanding 

on January 1, 1976.  As a consequence, except for the Association's 

continuing loan monitoring responsibility and periodic drawdown 

requests, the Association's original Section 211 loan program is 

inactive. 

The 4R Act also amended Section 211 to authorize the 

Association to provide loans pursuant to new subsections (g) and 

(h) of Section 211.  Section 211 (g) loans were for pre-conveyance 

loans to Conrail for essential services, and 211(h) loans are 

made to Conrail for the payment of certain pre-conveyance 

obligations of the railroads in reorganization.  It should be 

pointed out that the Section 211(h) program is currently the only 

active Section 211 progreun administered by the Association and that 

Section 211(h) was most recently amended in October 1976 with the 

Rail Transportation Improvement Act.  As a result of 211(h) loans 

to Conrail which were approved on September 28, 1977, the 

Association has committed its maximum obligational authority of 

$350 million. 
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The proposed 211(j) program is a program o£ indemnification 

of Conrail rather than one which contemplates the repayment of 

USRA's loans by Conrail.  In order to fund catastrophic losses, 

the Association would have to borrow under Section 210 of the 

3R Act funds which are guaranteed by the Secretary of 

Transportation.  Since 211(j) is a grant program, the Association 

would not be repaid and would automatically be in a default 

position, triggering DOT's guarantee obligation. 

This approach bypasses the normal appropriations budgetary 

process by utilizing off-budget authority under Section 210 of 

the 3R Act.  USRA's off-budget authority was utilized in the 

past only where there was em  expectation of repayment and to 

avoid the delays iiUierent in the appropriations process which 

might have resulted in the bankruptcy of a railroad or in the 

delayed implementation of the Final System Plan.  Moreover, it 

was generally understood that USRA's off-budget authority would 

self-destruct.  For example, a March 23, 1977 Senate Budget 

Committee report on mixed-ownership corporations observed that 

"once USRA's off-budget loan authority has been used, USRA will 

be completely on-budget."  (page 35)  The House Budget Committee 

made a related recommendation.  The September 30, 1976 report of the 

House Budget Committee concerning "Off-budget Activities of the 

Federal Government" recommended in part that USRA, an off-budget 

agency, should be included within the unified budget.  (page 2) 
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Accordingly, the policy reasons for USRA's off-budget lending 

authority have for the most part disappeared, as the Senate and 

House Budget Coinmlttee reports recognize.  This Is so because 

conveyance of rail properties took place more than a year and a 

half ago, and the Final System Plan Is largely Implemented. 

USRA's limited purpose off-budget loan authority has accomplished 

its primary objective and should not be Institutionalized through 

the addition of a new off-budget program. 

For these reasons, the Association would be opposed to 

expanding the Section 211 progreun over the long term.  If 

necessary as a short-term solution, the Association would have 

no objection to 211(j) as a funding mechanism for catastrophic 

passenger losses incurred prior to October 1, 1978, provided It 

was understood that any obligations Incurred by the Association 

would have to be discharged by appropriations. 

In so far as catastrophic losses incurred after September 30, 

1978 are concerned, the Association suggests coverage through 

the establishment of a long term government progreun which is 

specially directed at the problem of catastrophic losses.  An 

Insurance program is a possible long-term solution.  The particular 

nature of the long-term solution can be addressed during the next 

session of Congress. 

Proposed statutory amendments are attached. That concludes 

my comments concerning H.R. 9398. I will be happy to answer any 

questions. 
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ATTACHMENT 

PROPOSED STATUTORY AMENDMENTS TO H.R. 9398 

Amendments to proposed Section 211(j) 

1. Amend proposed Section 211(j) and other pertinent 

proposed sections, as appropriate, by adding the 

underscored language: 

to indemify "for losses  incurred prior to 

October 1, 1978 in amounts not to exceed ...." 

2. Further amend proposed Section 211(j) by adding at 

the end thereof: 

"No claim or claims for casualty loss indemnification 

shall be presented to the Association and the 

Association shall not accept any such claims under 

this section for losses incurred after September 30, 

1978." 

Mr. RoONEY. I wonder if you can tell me why the Congress must 
involve itself in catastrophic losses, and why do you pick $50 
million? 

Mr. COLE. We didn't propose this. I think that is sort of an outside 
guess of what damages an be expected as the result of a commuter 
train collision. I assume that is the outside limit. Why should 
Congress get involved? I think it is a decision for the commuting 
authorities who Congress has already said would bear the losses 
that would occur from the operation of commuter trains by 
ConRail. 

Mr. RoONEY. Can't we do that at the time the loss occurs, instead 
of enacting it into legislation? 

Mr. COLE. That would be one way, at that point to decide that 
Congress would come forward with a program and provide the 
appropriations. This proposed legislation would create an off-budget 
program in advance to cover possible losses in the future. Other- 
wise, ConRail may have difficulty signing contracts with certain 
commuter agencies. 

What this does is to assure that the Federal Government will 
cover such catastrophic lossese so that ConRail and the commuter 
authorities can sign a contracts. That is why it is pushed forward 
now, Mr. Chairman. 
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Mr. RooNEY. Mr. Madigan. 
Mr. MADIGAN. NO questions. 
Mr. RooNEY. Thank you very much. 
Mr. COLE. Thank you very much. 
Mr. RooNEY. There is a vote on the rule on the cargo preference 

bill, so the committee will adjourn for 10 minutes. 
[Brief recess.] 
Mr. RooNEY. The committee will come to order. 
Chairman Staggers informed the chairman he regrets very much 

that he will be unable to attend the committee hearings today 
because of the conference committee on the energy bill. 

Our next witness will be Mr. James R. Snyder, National Legisla- 
tive Director, United Transportation Union. 

Mr. Snyder will be accompanied by Mr. Edward D. Friedman. 

STATEMENT OF J. R. (JIM) SNYDER, NATIONAL LEGISLATIVE DI- 
RECTOR, UNITED TRANSPORTATION UNION, ACCOMPANIED BY 
EDWARD D. FRIEDMAN, ATTORNEY; AND C. J. CHAMBERLAIN. 
CHAIRMAN, RAILWAY LABOR EXECUTIVES' ASSOCIATION AND 
PRESIDENT, BROTHERHOOD OF RAILROAD SIGNALMEN 

Mr. SNYDER. And Mr. Chuck Chamberlain, chairman of the 
Railway Labor Executives' Association. He is not on the list. He is 
just passing through the time. 

With your permission, Mr. Ed Friedman will present the testi- 
mony on behalf of the Railway Labor Executives' Association. 

Mr. FRIEDMAN. Mr. Chairman, I am going to attempt to abbrevi- 
ate these prepared remarks. I should like to ask permission to have 
the statement incorporated in the record. 

Mr. ROONEY. Without objection. 
Mr. FRIEDMAN. I should also like to state our appreciation for the 

courtesies shown by the representatives of the various States, who 
are here as witnesses, to yield their time to us at this point, in 
response to an emergency which requires us to take the earliest 
possible plane that we can get to go up to New York. 

We are here, of course, for the Railway Labor Executives' Associ- 
ation to support the bill H.R. 9398. 

For the record, the Railway Labor Executivs' Association is an 
association of standard railway labor organizations, of which there 
are 21, whose function is to promote the common interest and the 
welfare of railroad employees and their families, representing virtu- 
ally all of the organized work force employed by the railroads 
throughout the United States. 

At the outset, I should like to address myself very briefly to some 
of the statements made earlier, in order to set the record straight 
on some important ]X)ints. 

Congressman Evans, Congressman Bauman, and others appear to 
be under the impression that the Delmarva short line and other 
similar short line railroads now operating would be required under 
the bill, H.R. 9398, to operate on the basis of contracts which 
existed prior to the effective date of the final reiil system plan, and 
that is not correct. H.R. 9398 does not provide that at all. 
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In other words, Mr. Elvans, and I am reading from his statement, 
in the second paragraph, says: 

"The bill provides that the States or any designated carrier must 
continue and maintain the same collective bargaining agreements, 
emplojonent and working conditions in effect prior to the effective 
date of the final system plan under the Rail Reorganization Act of 
1973, and 9398 does not so provide." 

If you turn to page 4 of H.R. 9398, line 23, it appears that the bill 
provides that the State carrier designated operator "which is or will 
be performing the rail services on such line, with the aid of Federal 
rail services assistance under this section, and throughout the 
period of such assistance, has agreed to continue and medntain in 
accordance with the provisions of the Railway Labor Act the agree- 
ments in effect on such line," which means as of the time of the 
effective date of the act following its enactment. Further, it pro- 
ceeds to say "and with such modifications as may be developed in 
negotiations between such State carrier designated operator or 
successor carrier and the duly designated representative of the 
classes of employees." 

Now the bill thus in effect provides for a status quo applying to a 
designated operator taking over a line. He takes the line as he finds 
it. lliere is no collective bargaining agreement on the Delmarva 
line today, as Congresswoman Mikulski indicated, and since there is 
no collective bargaining agreement on that line, there is nothing to 
maintain or continue with respect to that line. 

The provision, however, does require it to negotiate a contact with 
a labor organization, to negotiate its own contract in good faith, like 
any other employer, as Oongresswoman Mikulski indicated. 

Also, in amplification of that, I would like to move to pages 6 and 
7 of our prepared statement, and to read a letter which has been 
addressed by Al Chesser to the National Conference of State 
Railroad Officials. This letter appears as an attachment to the 
statement. I am reading this out of context from the statement to 
put to rest some of the remarks that have been made thus far by 
the earlier witnesses, and perhaps to assure the subsequent wit- 
nesses who are prepared to make simiar remarks that the organiza- 
tions are reaching out to do everything possible to assist in the 
maintenance and' continuation of these federally-assisted short 
lines. 

Mr. Chesser addresses this letter to Mr. Elkins, the Director of 
the National Conference of Rail-State Officials, and I would like to 
just read it. 

Mr. Chesser writes: 
"Some weeks ago, in the course of our meeting discussing the 

structure of the State rail bill, now H.R. 9398, we explored in depth 
the critical concern of the railroad labor organizations, that there 
were growing indications that designated operators, sometimes 
called 'mom and pop' operators, were pajdng substandard wages 
and were drastically undercutting job standards in their manage- 
ment of federally-assisted branch lines under the branch line con- 
tinuation program." 

Let me digress at that point from the text of the letter and refer 
to the statements made by Congresswoman Mikulski that the 
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proposals by one of the earlier witnesses would make it possible to 
revert to the conditions of the 19th century, that is employment 
standards without collective bargaining, which as we all know are 
at the low end of the scale. 

Mr. Chesser's letter continues: 
"There was no disagreement funong us, especially in view of the 

rapid expansion of the Federal branch line continuation program, 
that the problem was serious and that it was increasingly apparent 
that some measures must be developed to forestall the use of 
Federal funds to undermine the job standards in this part of the 
railroad industry. 

"Our concern, briefly, was to work out some reasonable basis for 
maintaining job standards, established through collective bargain- 
ing under the Railway Labor Act, on federally-assisted branch lines, 
in accordance with long-established Federal policy. Or, stated an- 
other way, to work for the development of some procedure to 
eliminate the probability that investment groups organized as sub- 
standard designated operators could exploit the federally-assisted 
branch line continuation program through imposition of substan- 
dard empojnment conditions affecting wages, working conditions, 
hours and safety. 

"The proposal in the bill which was discussed provides assurances 
that the designated operators of the assisted branch lines would 
have to agree to continue and maintain, in accordance with the 
procedures of the Railway Labor Act, the collective bargaining 
agreements and working conditions in effect on such lines,' as of 
the enactment date, "with such modiflcations as may be developed 
in negotiations between the States, the operators, and the duly 
designated collective bargaining representatives of the classes and 
crafts of employees, employed on the branch line. 

"The bill confirms the point that these agreements are subject to 
the Railway Labor Act and that the procedures of the Act must be 
observed in effecting changse. In response to suggestions from you, 
we proposed to expedite the process of working out with you such 
modifications as may be required by the special conditions on any 
given branch line which is the subject of a federally-financed 
continuation project. 

"You will recall that we assured you that we shared your concern 
that the National Railroad System should be maintained as an 
intact transportation network prepared to carry a larger and larger 
share of the nation's freight as the most energy-efficient mode yet 
developed and gave you our assurance that we would continue to 
work with you in maintaining branch lines which are essential to 
the economic health and well-being of the communities and of the 
States served by them. 

"Accordingly, we suggested to you that we would undertake with 
your concurrence the establishment of a labor-msmagement stand- 
mg committee, orgsmized to deal immediately and effectively with 
any special problems confronting any such branch lines and to work 
out reasonable modifications of our agreements to adapt them to 
special conditions on these lines. The railway labor members of this 
committee wil be appointed by the president of the UTU and the 
management members of the committee will be appointed by you. 
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Adjustments of the composition of the committee can be made from 
time to time to reflect the particular situation with which the 
committee must deal. 

"We have had experience in the past in establishing comparable 
committees in dealing with problems involving the establishment of 
the Consolidated Rail Corporation, and on the basis of this exper- 
ience we are confident that this approach to work out such accom- 
modations as may be required in particular situations will be 
effective. 

I should think that that should put to rest the concerns expressed 
by Congressmen Evans and Bauman and by the Interstate Com- 
merce Commission, among others. 

Now, I should also like to clear up another point, and that is 
there has been some testimony by the Interstate Commerce Com- 
mission, I believe, in answer to a question by Congresswoman 
Mikulski, that title V took care of it all. That is not correct. Title V 
would apply only to protect employees adversely affected in conse- 
quences of action taken under the 3-R act. 

It would apply to employees adversely affected as a result of the 
exclusion of branch lines from the final system plan. But we are not 
talking about that. We are talking about the federally-assisted rail 
continuation program which operates throughout the United States. 
Employees adversely affected as a consequence of abandonment on 
these lines which are maintained under the federally-assisted 
branch line program are not protected, under title V just as Con- 
gresswoman Mikulski saiid. That is why we regard it as very 
important to provide protection in this bill. 

I should like to say that we support the bill and that it is 
important it be enacted as soon as possible. We feel that time is of 
the essence. The bill has been pending for a long period of time 
before the Congress; There were hearings early in the summer. 
Delay will simply postpone the problems which the States are 
attempting to solve in to maintain these branch lines which the 
carriers are abandoning, or planning to abandon, and trying to take 
steps at an early point to rehabilitate the lines and to eliminate or 
to minimize the shortfall in revenues. 

We share the concern of the States with the need for establishing 
at an early point in time the expansion of the branch-line program 
to include branch lines which the carriers are proposing to abandon 
or which are subject to abandonment proceedings before the Inter- 
state Commerce Commission. 

Like the States, we recognize, of course, that there are some 
branch lines which are not serving any useful purpose and which 
should be abandoned, but, again, like the States, we are committed 
to the proposition that the national railroad system should be 
maintained as an intact transportation network capable of taking 
over an increasing share of the nation's freight as the most energy- 
efficient mode available. 

No organization has a larger stake in restoring and maintaining 
and developing a healthy, competitive, effective rail system 
throughout the United States than the labor organizations on whose 
behalf we appear here today. 
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We feel that H.R. 9398 provides an important element in the 
program to retain and renew the nation's railroad system for 
precisely this purpose. 

We expressed views in the earlier version of H.R. 9398 in July, 
and we will not restate any of these points at this time. We sheJl 
confine our remarks to the principal differences between H.R. 9398 
and the earlier bills, all of which have been covered in one form or 
another, accurately in some cases and inaccurately in others by the 
preceding witnesses. 

These points are: one, a further expansion of the 
preabandonment eligibility provision of the bills to include fossil 
fuel lines and to include agricultural lines but only in those cases 
where the Secretary of Agriculture, on the one hand, and the 
Secretary of Interior, on the other hand, have made a determina- 
tion that restoration or maintenance of branch lines serving agri- 
culture or serving the fossil fuel industry is required by the needs of 
the United States to be maintsiined. 

Only in tffat event would the line become eligible for assistance. 
That is the fossil fuel and agriculture line. 

Then, of course, the second point which we wish to address 
ourselves to is the establishment of a labor standards provision 
which is consistent with the labor policies applied by the Congress 
in previous legislation of this kind. 

And, finally, we should like to say a few things about the 
establishment of the demonstration program in which any railroad 
and any State can elect to participate to explore the feasibility of a 
corrective action procedure, in which all the parties, the carrier, the 
State, the shippers, the towns, et cetera, may be required to negoti- 
ate the various means by which the deficiency between the costs 
and revenue on the eligible branch lines can be reduced. 

The labor standards policy identified by the bill incorporates long- 
standing Federal policies which ensure that Federal funds available 
to the transportation industry should not be used to undermine or 
undercut labor standards established through collective bargaining. 
The absolute necessity for the reaffirmation of this policy in the 
branch-line continuation program becomes increasingly apparent as 
the carriers continue to expand upon their abandonment program. 

As we stated in our testimony last July, more and more short-line 
railroads operating under this federally-assisted program, are begin- 
ning to appear. TTiis point is confirmed by the testimony of FRA. 
They said all States except Alaska participated in some form, that 
more and more of these short lines are beginning to appear, particu- 
larly as far as we know, in Indiana, Pennsylvania, Michigan, 
Maryland, and New York. One of the developing problems with 
which this bill deals is that these short-line railroad operations are 
being taken over by designated operators running these systems 
under special certificates issued by the Interstate Commerce Com- 
mission. This system, initiated early last year, relieves these new 
operators on these federally-assisted short lines from the obligation 
to satisfy the requirements of a certificate of public convenience 
and necessity to operate a railroad, thereby providing instant au- 
thorizations for the benefit of these special groups to operate these 
short-line segments. 
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As the railroads proceed to expand their program to abeindon 
branch lines, the rail branch-line continuation program will corre- 
spondingly expand into perhaps hundreds of short lines operated by 
these designated operators who, under the rules of the ICC, will 
have virtually free entry and free exit privileges. 

As you know, the railroads thus far have shown no disposition to 
continue to operate these branch lines which they are so anxious to 
split off from their systems. 

The single exception is ConRail, and that is a fact which undoubt- 
edly underlines ConRail's particular interest in the third aspect of 
our testimony, the corrective action program, which we will touch 
on in a few minutes. 

As for the others, including the Boston and Maine, so far as we 
know, there are no indications that they retain any interest in 
working with the States to maintain lines which the States consider 
to be essential to the economic health and well being of the 
communities which depend on these lines. 

In a nutshell, this is why, to us, it becomes so essential to affirm 
the long-established Federal policy that Federal funds in the trans- 
portation industry should not be used to undermine labor standards 
or to destroy collective bargaining and to establish regressive labor 
conditions. 

The jobs on these branch lines are railroad jobs. They are, and 
have alwajrs been, performed by railroad employees. Standards 
which have been established in every respect for job performance 
by the railroads and by the railroad labor organizations which have 
dealt with them for so long must be maintained by the designated 
operator under the federally-assisted continuation program, within 
the context of my earlier statement. 

Section 3(2) of the bill provides that the designated operator of 
the assisted branch line, as a condition of the assistance, must agree 
to adhere to applicable collective bargeiining agreements with such 
modifications as may be developed, et cetera, and I have discussed 
that. 

I have also discussed at the outset our discussions with the 
National Conference of State Railroad Officials, during which dis- 
cussions, as I stated earlier, we agreed to set up the special commit- 
tee to deal with the problems of the branch lines, as set forth in Mr. 
Chesser's letter, which is incorporated in my statement, which I 
have already read. 

There is a second and no less compelling point in the job stan- 
dards provision of the bill, to which some comment has already 
been made, and this one deals with the fact that the designated 
operators, as a general rule, lack the means and the work force and 
perhaps the experience to deal with rehabilitation, repair, mainte- 
nance of equipment or the track. I think this has already been 
confirmed by some earlier witnesses in connection with Delmarva. 

Among other things, the funds available under the bill for appli- 
cation of the expansion aspect of the continuation program, branch 
lines subject to, or potentially subject to, abandonment are limited 
to cost of rehabilitating and improving rail properties which are 
necessary to permit adequate and efficient rail service. 

The necessary implication of this combination of factors, lack of 
experience, lack of know-how and the fact that the dollars in this 
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bill are limited or confined to rehab and to maintenance, simply 
underlines the point that there is going to be some very heavy 
contracting out of this work as this program expands, £ind the 
contracting provision becomes very important. 

There is no dispute with the point that all of this work is and has 
been the work of railroad employees, and this bill, as a railroad bUl, 
should not be used to subvert the long-standing practices and 
standards in this or any other respect. Accordingly, the bill provides 
that all work in connection with the operations or services on the 
line, maintenance, repair, rehab, must be performed by the crafts or 
class of employees presently performing such work. The designated 
operators have no such employees. They are just coming in as 
designated operators, and the bill deals with that. It provides if the 
designated operator or carrier lacks a sufficient number of employ- 
ees to perform the work, it may subcontract that part of the work, 
in which event the subcontractor shall be deemed to be a carrier for 
purposes of this subcontract and its employees, while so employed, 
shall be deemed to be railroad employees subject to such agree- 
ments covering railroad employees of such class and craft and with 
all the rights, privileges, duties and obligations of such employees. 

That is for the limited purpose of this paragraph and only for the 
duration of that subcontract. Only so long as they work shoulder to 
shoulder with employees covered by the raQroad acts are they 
properly considered to be railroad employees. 

We have examined all the alternatives to provide for this situa- 
tion, which is developing rapidly under the impetus of the rail 
continuation program, and we are convinced that the policy covered 
by this paragraph is the only way in which the problem which we 
have described can be managed in an equitable manner. You may 
hear that this is an unusual or radical procedure. But that is not 
the fact. 

Antecedents for the provision to which I have referred can be 
found in the status quo provision of the Urban Mass Transit Act, of 
the Rail Passenger Service Act, of the Emergency Rail Facilities 
Restoration Act of 1972, which are the most prominent ones that 
come to my mind. 

Adaptation of the status quo to the special conditions on the 
federally-subsidized branch line is emphasized in the qualifjdng 
language in the bill, referring to such modifications as may be 
developed in negotiations. 

We have already gone over the point covered by the letter from 
Mr. Chesser to Mr. Elkins. 

ConRail, which is the only carrier which has shown disposition to 
operate federally-assisted branch lines under agreements with the 
States, has advised us that it has no objection to the approach 
which we have described. ConRail is the only carrier we know 
which is interested in working with the States in mainteining the 
branch lines. It is the only carrier that has a stake, so far as we 
know, in the application of these labor standards about which we 
speak, suid it has had no objection to this provision of the bill. We 
should also state for the record that we have worked out these 
problems with the National C!onference of State Railroad Officials, 
and while obviously there is division among them, as you shaU hear 
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later, on this and other aspects of the bill, the Conference has taken 
a similar position in its advice to us that it will not express 
opposition to this point. 

You may hear statements from railroads other than ConRail in 
opposition to the labor standards provision, but we must emphasize 
at this point that these conditions apply only to those branch lines 
which these railroads have stripped from their systems and are 
planning to strip from their systems. 

The third point on which we should like to comment is the 
optional 5-year demonstration program, section 6 at page 7 of the 
bill. We regard this provision as a truly constructive proposal 
generated by suggestions from the State of New York. ConRail has 
shown considerable interest in developing this program as a purely 
optional alternative to the abandonment procedures under existing 
law, as a way of simulating affirmative efforts by all interested 
parties, ConRail, the States, shippers, communities, and others, to 
work out some program to increase revenues on branch lines and 
reduce, possibly eliminate, the difference between avoidable costs 
and revenues. 

It is important to emphasize that the program is optional. Any 
State and any railroad may opt to participate in the plan or may 
opt not to participate. Only ConRail is mentioned in the bill and 
ConRail is mentioned because ConRail is interested in this proposal, 
helped develop it, and is anxious to try it out as a demonstration 
program. It is a modest demonstration program. 

ConRail, under the bill, can initiate corrective action programs 
involving any State in which the eligible line is located and thereby 
can involve any interested parties. Thereafter ConRail, the State, 
shippers, and all other interested parties may be required to engage 
in good-faith negotiations to reach an agreement identifying a mix 
of measures by which the revenue on the line can be increased. 

As pointed out earlier, these measures can include changes in 
marketing practices, measures to encourage new industry, rates, 
frequency of operation, quality of service, taxes, maintenance sched- 
ules, intermodal arrangements, suid they supersede any pending 
abandonment proceeding. 

In response to a question raised by Congressman Madigan, I can't 
conceive of the situation of a railroad deliberately reducing revenue 
by underservicing a branch line simply in order to make it eligible 
for this program for a Federal subsidy and thereafter restoring the 
service and the revenue. That cannot happen. The RSPO under the 
bill makes the analysis as to whether the shortfall between avoid- 
able cost and operating revenues is as the carrier says it is, and 
whether it is as extensive as the carrier claims. If not, the proceed- 
ing is dismissed. If it is less than the carrier claims it so finds. The 
parties all have an opportunity to refute the representations of the 
carrier at that point in proceedings before RSPO. There is a record 
made on that; there is a proceeding by which you identify the 
shortfall. Then the parties get together, if there is a shortfall, and 
they negotiate, and if they can reach agreement, it is a voluntary 
agreement, and it may include a reduction in taxes, increase in 
rates, some outreach efforts by the municipalities to induce manu- 
facturers or industry to come into the area, and anything possible, 
to generate more revenue on the line. 
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Nobody has to agree. It may be, as a result of that agreement, and 
the State really has control of this, because the State is controlling 
the subsidy, that the State will identify the amount of dollars which 
should be thrown into this mix, but those dollars are variable 
dollars from year to year. If the revenues increase, the amount of 
that subsidy is going to become smaller. That is not a firm, fixed, 
static proposition. It is a variable. 

If the parties fail to agree, arbitration will be proffered. Unlike 
the earlier testimony, arbitration is purely optional. It is voluntary. 
Any necessary party can veto arbitration. If the necessary party 
vetoes arbitration any party considered by the other parties to be 
necessary should veto, then the proceeding is dismissed and back it 
goes to the ICC. If they are willing to take the chances with 
arbitration, they agree to become bound by the arbitrator's award. 

In answer to the point made by Congressman Madigan, the 
award, although binding on the parties, is subject to change. If there 
are changed conditions, such as the conditions Mr. Madigan talked 
about, the State should go back to the RSPO to tell them that the 
revenues are larger than the carrier represented and the subsidy 
will be reduced. As I said, it is a variable. This would be so under an 
agreement, too. 

There are timetables, then, 60 days for the negotiations; and if 
they want arbitration, 60 days for the arbitration. 

Now, we feel this corrective action program, which is a demon- 
stration limited to 5 years, may develop into a more realistic 
method for the maintenance and renewal of the nation's rail 
system, particularly in this period when it is so essential to preserve 
it. 

That is the conclusion of our statement, Mr. Chairman. We 
express gratitude to you for allowing us time to testify before you. 

[Mr. Friedman's prepared statement follows:] 
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STATEMENT OF 

EDWARD D. FRIEDMAN 

ON BEHALF OF 

THE RAILWAY LABOR EXECUTIVES' ASSOCIATION 

BEFORE THE 

SUBCOMMITTEE ON TRANSPORTATION AND COMMERCE 

OF THE 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 

U. S. HOUSE OF REPRESENTATIVES 

OCTOBER 19, 1977 

Mr. Chairman ancj members of the Committee: 

My name is Edward D. Friedman.  I am appearing here today 

with Mr. C. J. Chamberlain, Chairman of the Railway Labor Execu- 

tives' Association and President of the Brotherhood of Railroad 

Signalmen, and with Mr. J. R. Snyder, Chairman of the Legislative 

Committee of the Railway Labor Executives' Association and 

National Legislative Representative of the United Transportation 

Union.  We are appearing on behalf of the Railway Labor Execu- 

tives' Association to support the bill H.R. 9398 to extend 

eligibility for financial assistance under thp Rail Service-^ 

Assistance Program to include specified pre-abandonment situa- 

tions and for other purposes. 

As you know, the Railway Labor Executives' Association is an 

association of standard railway labor organizations, twenty-one 

in number, whose function is to promote the common interest and 

welfare of railroad employees and their families.  These twenty- 

one organizations together represent virtually all of the organized 

work force employed by railroads in this country, and as the 

21-eM 0-78-17 
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representative of nil of these employees, we urge that this bill 

be given favorable consideration by this Subcommittee. 

I have listed the names of the railway labor organizations 

on whose behalf wo speak in the attachment to this statement. 

The bill, as a whole, responds to problems confronting 

the States and is appropriately entitled a "State Rail Freight 

Assistance Act." 

We share the concern of the States with the need for es- 

tablishing an earlier point of time for the initiation of the 

branch line rail continuation program by expanding it to include 

branch lines which the carriers are acting to abandon or are 

planning to abandon. 

In saying this, we recognize with the States that there 

are some branch lines which are serving no useful purpose and 

should be abandoned. 

But, like the States, we are committed to the point that 

the National railroad system should be maintained as an intact 

transportation network, capable of taking over an increasing 

share of the Nation's freight as the most energy efficient mode 

available.  No organization has a larger stake in restoring, 

maintaining and developing a healthy, competitive and effective 

rail system throughout the United States than the labor organi- 

zations on whose behalf we appear here today. 

To us, it is clearer than ever before that the considera- 

tions of energy, environment and safety point to the essentiality 

of the role of the railroads in carrying the Nation's freight. 

It is becoming more and more apparent that the railroad's share 

of transportation should be and will be heavily increased during 
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the next ten or twenty years. 

H.R. 9398 provides an important element in the program to 

retain and to renew the Nation's railroad system for precisely 

this purpose. 

The bill, which the Subcommittee now has before it, was 

preceded by a series of proposals in earlier bills on which 

hearings were held on July 27th of this year.  As a consequence 

of those hearings, further work was required to perfect the 

State rail program, as originally proposed, and in the course 

of these efforts, we cooperated fully with the National Conference 

of State Railroad Officials to work out a number of these pro- 

blems. 

We expressed our views on the earlier version of H.R. 9398 

during the hearings in July, and we will not restate any of the 

points made at that time covering those provisions in H.R. 9398 

which remain substantially unchanged. We shall confine our re- 

marks to the principal features of H.R. 9398 which have been 

developed since that time. 

These provisions deal principally with the following three 

subjects: 

(1) a further expansion of the pre-abandonment eligibility 

provision of the earlier bills; 

(2) the establishment of a labor standards provision con- 

sistent with the railroad labor policies applied by the Congress 

in all previous legislation of this kind; 

(3) and finally, the establishment of a demonstration pro- 

gram, five years in duration, in which any railroad and any State 

can elect to participate, to explore the feasibility of a 
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"corrective action procedure" in which the parties, (meaning 

the carrier, the State, the shippers, the towns, the cities 

£ind counties, the railroad labor organizations and others) may 

be required to negotiate the various means by which the deficiency 

between costs and revenue on these eligible branch lines can be 

reduced. 

We will discuss each of these points. 

The first point simply proposes to extend eligibility under 

the federally assisted branch line program to lines which are 

in the rail bank, maintained under Section 810 of the Railroad 

Revitalization and Regulatory Reform Act of 1976.  These lines 

would become eligible for financial assistance under Section 5(k) 

of the Department of Transportation Act if the Secretary of 

Agriculture has found that they should be maintained or restored 

to serve the needs of the agricultural industry or if the Secre- 

tary of Interior has made similar findings with respect to 

fossil fuel branch lines in their relation to the energy needs 

of the United States. 

The labor standards policy. Identified by the bill, incor- 

porates long-standing Federal policies which ensure that Federal 

funds, available to the transportation industry, should not be 

used to undermine or undercut labor standards established through 

collective bargaining.  The absolute necessity for the reaffinn- 

ation of this policy in the branch line continuation program 

becomes increasingly apparent as the carriers continue to expand 

upon their abandonment programs. 

As we stated in our testimony last July, more and more short 

line railroads operating under this federally assisted program 

are beginning to appear, particularly in Indieina, Pennsylvania, 
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Michigan, Maryland and New York.  One of the developing problems 

with which this bill deals is that these short line railroad 

operations are being taken over by the "designated operators", 

running these systems under "special certificates" issued by 

the Interstate Commerce Commission.  This system, initiated 

early last year, relieves these new operators on these federally 

assisted short line operations from the obligation to satisfy 

the requirements of a certificate of public convenience and 

necessity to operate a railroad, thereby providing instant 

authorizations for the benefit of these special groups to 

operate these short line segments. 

As the railroads proceed to expand their programs to abandon 

branch lines, the continuation program will correspondingly ex- 

pand into perhaps hundreds of short lines operated by these 

"designated operators" who, under the rules of the ICC, will 

have virtually free entry and exit privileges. 

As you know, the railroads thus far have shown no disposition 

to continue to operate these branch lines which they are so 

anxious to split off from their systems. 

The single exception may be ConRail, a fact which undoubtedly 

underlines ConRail's particular interest in the third aspect of 

our testimony, "the corrective action program", which we will con- 

sider in a few minutes. 

But, as for the others, including the Boston and Maine, so 

far as we know, there are no indications that they retain any 

interest in working with the States to maintain lines which the 

States consider to be essential to the economic health and well 

being of the communities which depend upon them. 
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This, in a nutshell, is why it becomes so essential to 

affirm the long-established Federal policy that Federal funds 

in the transportation industry should not be used to undermine 

labor standards or to destroy collective bargaining and to es- 

tablish regressive labor conditions. 

The jobs on these branch lines are railroad jobs.  They are 

and have always been performed by railroad employees.  Standards 

which have been established in every respect for job performance 

must be maintained by the designated operator as a part of the 

federally assisted continuation program. 

Section 3<2) of the bill provides that the designated opera- 

tor of the assisted branch line, as a condition to the assistance, 

must agree to adhere to applicable collective bargaining agree- 

ments "with such modifications as may be developed in negotiations 

between" the State and the designated operator with the labor 

organizations as may be required by the conditions on the branch 

line. 

In working out this program with the National Conference 

of State Railroad Officials, we agreed with them to set up a 

special labor management standing committee to deal immediately 

and effectively with any special problems confronting any branch 

line and to work out any modifications of the United Transportation 

Union agreements to adapt them to the special conditions on the 

line. 

I should like to read into the record at this point the 

letter of understanding which UTU International President 

Al Chesser has supplied to the National Conference of State Rail- 

road Officials. 
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Dear Mr. Elklns: 

Some weeks ago, in the course of our meeting discuss- 
ing the structure of the State Rail Bill (now H.R. 9398), 
we explored in depth the critical concern of the railroad 
labor organizations, that there were growing indications . 
that designated operators, sometimes called "mom and pop" 
operators, were paying substandard wages and were drastic- 
ally undercutting job standards in their management of 
federally assisted branch lines under the branch line con- 
tinuation program.  There was no disagreement among us, 
especially in view of the rapid expansion of the federal 
branch line continuation program, that the problem was 
serious and that it was increasingly apparent that some 
measures must be developed to forestall the use of 
federal funds to undermine the job standards in this 
part of the railroad industry. 

Our concern, briefly, was to work out some reason- 
able basis for maintaining job standards, established 
through collective bargaining under the Railway Labor 
Act, on federally assisted branch lines, in accordance 
with long established federal policy.  Or stated another 
way, to work for the development of some procedure to 
eliminate the probability that investment groups or- 
ganized as substandard designated operators could exploit 
the federally assisted branch line continuation program 
through imposition of substandard employment conditions 
affecting wages, working conditions, hours and safety. 

The proposal in the bill which was discussed pro- 
vides assurances that the designated operators of the 
assisted branch lines would have to agree to continue 
and maintain, in accordance with the procedures of the 
Railway Labor Act, the collective bargaining agreements 
and working conditions in effect on such lines with 
such modifications as may be developed in negotiations 
between the States, the operators, and the duly desig- 
nated collective bary=iining representatives of the 
classes and crafts of employees, employed on the branch 
line. 

The bill confirms the point that these agreements 
are subject to the Railway Labor Act and that the pro- 
cedures of the Act must be observed in effecting changes. 
In response to suggestions from you, we proposed to 
expedite the process of working out with you such 
modifications as may be required by the special conditions 
on any given branch line which is the subject of a 
federally financed continuation project. 
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You will recall that we assured you that we shared 
your concern that the National Railroad System should be 
maintained as an intact transportation network prepared 
to carry a larger and larger share of the nation's freight 
as the most energy efficient mode yet developed and gave 
you our assurance that we would continue to work with you 
in maintaining branch lines which are essential to the 
economic health and well-being of the communities and of 
the States served by them. 

Accordingly, we suggested to you that we would under- 
take with your concurrence, the establishment of a labor 
management standing committee, organized to deal immediately 
and effectively with any special problems confronting any 
such branch lines and to work out reasonable modifications 
of our agreements to adapt them to special conditions on 
these lines.  The railway labor members of this committee 
will be appointed by the President of the UTU and the 
management members of the committee will be appointed by 
you.  Adjustments of the composition of the committee can 
be made from time to time to reflect the particular situa- 
tion with which the committee must deal. 

We have had experience in the past in establishing 
comparable committees in dealing with problems involving 
the establishment of the Consolidated Rail Corporation 
and on the basis of this experience we are confident that 
this approach to work out such accommodations as may be 
required in particular situations will be effective. 

There is a second and no less compelling point in the job 

standards provision of the bill.  It deals with the fact that 

the designated operators, as a general rule, lack the means, 

the work force and perhaps the experience to deal with rehabili- 

tation, repair and maintenance of equipment and track.  Among 

other things, the funds available under the bill for application 

to the expansion aspect of the continuation program (that is, 

branch lines "subject to"or "potentially subject to" abandonment) 

are limited to "costs of rehabilitating and improving rail 

properties which are necessary to permit adequate and efficient 

rail service, including, as a minimum, the upgrading of all 
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track to Class II standards, as defined by the Administrator 

of the Federal Railroad Administration."  (Section 11(b)(3) 

and Section 3(3)) 

The necessary implication of this combination of factors is 

that there will be very heavy contracting out of this work as 

the branch line continuation program proliferates. 

There can be no dispute with the point that all of this 

work is and always has been the work of railroad employees and 

this bill, as a railroad bill, should not be used to subvert the 

standards and practices of the railroad industry in this or in 

any other respect. 

Accordingly, the bill provides that "all work in connection 

with the operations or services on such line, and the maintenance, 

repair, rehabilitation or modernization of such lines shall be 

performed by the crafts or classes of employees presently per- 

forming such work ..."  It further provides that should the 

"designated operator . . . lack a sufficient number of employees 

... to perform the work required, it may subcontract that part 

of such work ... in which event the subcontractor shall be 

deemed to be a carrier for purposes of this subparagraph and its 

employees, while so employed, shall be deemed railroad employees 

subject to such agreements covering railroad employees of such 

class or craft and with all of the rights, privileges, duties, 

and obligations of such employees."  (Section 3(2) and Section 

11(a) (3)). 
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We have examined all of the alternatives to provide for 

this situation, and we are convinced that the policy covered 

by this paragraph is the only way in which the problem which we 

have described can be managed in an equitable manner. 

Antecedents can be found in the status quo provisions of 

the Urban Mass Transit Act, of the Rail Passenger Service Act 

and the Emergency Rail Facilities Restoration Act of 1972, to 

mention the most prominent of the precedents. 

Adaptation of the status quo to the special conditions on 

the federally subsidized branch line is emphasized in the 

qualifying language in the bill, referring to "such modifications 

as may be developed in negotiations" between the designated 

operator and the labor organization.  This point is fully im- 

plemented by Mr. Chesser's letter to Mr. Elkins, which was read 

into the record and which is attached to our statement. In 

which he has proposed  to establish, with Mr. Elkins' concurrence, 

a labor management  standing  committee, 

organized to deal immediately and effectively with any special 

problems confronting any such branch line and to work out reason- 

able modifications of our agreements to adapt them to special 

conditions on these lines." 

ConRail, which is the only carrier which has shown a 

disposition to operate federally assisted branch lines under 

agreements with the States, has advised us that it has no objection 

to the approach which we have described.  We should also state 

for the record that we have worked out these problems with the 

National Conference of State Railroad Officials and while there 
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is obviously some division among the States on this and other 

aspects of this bill, the Conference has taken a similar position 

in its advice to us that it will not express opposition to this 

point. 

You may hear statements from railroads other than ConRail 

in opposition to the labor standards provision, but we must 

emphasize at this point that its conditions apply only to those 

branch lines which these railroads have stripped from their 

systems or are planning to strip from their systems. 

The third point upon which we should like to comment briefly, 

is the optional five-year demonstration program, appearing in 

Section 6 at page 7 of the bill.  This is a truly constructive 

proposal, generated by suggestions from the State of New York. 

ConRail has shown considerable interest in developing this pro- 

gram as a purely optional alternative to the long drawn out 

abandonment procedures under existing law, and as a way of 

stimulating affirmative efforts by all interested parties, ConRail, 

the States, the shippers, the communities and others, to work 

out some program to increase revenues on branch lines and to 

reduce, or possibly eliminate the difference between the avoid- 

able costs and revenue. 

The program is optional. 

Any State or any railroad may elect to participate if it 

chooses to do so. 

ConRail, under the bill, can initiate a corrective action 

program involving any State in which the eligible branch line 

is located and thereby involving all interested parties, shippers, 

towns, etc. 



262 

Thereafter, ConRail, the State, the shippers and all other 

interested parties may be required to engage in good faith 

negotiations to reach an agreement, identifying a mix of measures 

by which revenue on the line can be substantially increased. 

These measures can include changes in marketing practices, 

measures to encourage new industry, rates, frequency of operation 

and quality of service, taxes, maintenance, maintenance schedules, 

intormodal arrangements and a range of other matters affecting 

the economic health of the branch line.  These proceeding super- 

sede any pending abandonment proceeding. 

The parties are given 60 days within which to conclude an 

agreement. 

If they fail to agree within this limited time frame, the 

conciliator proffers arbitration.  If arbitration is vetoed by 

any necessary party, the corrective action proceeding terminates 

and the carrier may then press an abandonment proceeding before 

the Interstate Commerce Commission. 

If the parties agree to binding arbitration, the bill 

specifies a time schedule of 60 days. 

It should be stressed again that the corrective action 

program is a demonstration program, five years in duration, and 

is optional for all States and for all railroads except ConRail. 

This program may develop into a more realistic method for 

the maintenance and renewal of the Nation's rail network, 

particularly in this period when it is so essential to preserve 

railroad transportation as the most energy efficient mode available 

We wish to express our appreciation to the Subcommittee 

for the time allotted to us in presenting these views. 
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Mr. RoONEY. Thank you very much. 
Mr. Snyder, do you have any comments? 
Mr. SNYDER. NO, we do appreciate the opportunity to present this 

statement. It is a very important piece of legislation for the railroad 
industry and employees and shippers and the States. We appreciate 
the opportunity to be here. 

Mr. RooNEY. Thank you. 
How many short lines have started up in the last 2 years? 
Mr. FRIEDMAN. The information we had in our discussions with 

the National Conference and with the short-line operators was 
about six or seven, possibly ten. 

Mr. RooNEY. Does that include the Delmarva? 
Mr. FRIEDMAN. Yes. 
Mr. RooNEY. Let's get back to Delmarva. We have heard more 

about Delmarva in this committee in the last 6 months than any 
other area of the country. 

Delmarva, as I understand it,serve8 Delaware, Maryland, and 
Virginia. 

Now, Penn Central went bankrupt and from the information that 
I received, serving that area was a big loser. 

Then we set up the final system plan, and, as I understand it, 
Chessie and/or the Southern couldn't enter into a contract with the 
unions because they couldn't take over the Penn Central working 
arrangements. Is that right? 

Mr. FRIEDMAN. Yes, but the Delmarva line part was excluded 
from the final system. If it hadn't been, we wouldn't have been 
faced with the conditions that occurred. 

Mr. ROONEY. SO Delmarva now is without rail service? 
Mr. FRIEDMAN. NO, there is  
Mr. ROONEY. It would have been without rail service? 
Mr. FRIEDMAN. Because of the exclusion in the final systems plan. 

The decision was made by the USRA and approved by the Congress. 
Congress could have vetoed the final system plan and insisted on 
the inclusion of Delmarva or any other excluded line. Apparently it 
was the judgment at the time, like so many other excluded lines, 
that Delmarva was one that didn't merit inclusion. 

Mr. ROONEY. We had to accept it as a package deal, as I under- 
stand it. 

But what is the alternative? How can there be service on aban- 
doned lines? The railroad wants to abandon; they go before the ICC 
and prove their point. The ICC agrees they can abandon them, Emd 
now there is no service. 

Mr. FRIEDMAN. We think that the answer is in the federally- 
assisted rail continuation program, this bill. 

Mr. SNYDER. It is the only alternative. 
Mr. FRIEDMAN. We think the railroads are short-sighted in strip- 

ping off the lines. We think from the information we have that the 
rail system is going to have more and more freight, become more 
and more important, involved more and more heavily in carrying 
freight in the next 10 years. The projections are that the increases 
are going to be very large. 

There are differences on this, I know, but there is the energy 
problem, and it is the most energy-efficient mode. 
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We also understand, for example, that in many of these short 
lines the railroads want to abandon, there isn't any alternative 
system. The bridges are down. The bridges that would have to be 
used for the motor carriers simply can t carry the weight. They 
would have to be rebuilt in many areas of the country, I am told. 
But the rail continuation program is the smswer to the problem 
that you have described so long as the railroads continue in their 
program to abandon, and the fact is, so far as we know, that the 
only carrier which wants to continue to operate the branch lines, 
and treat them specially, is ConRail. There may be other railroads, 
and Mr. Dempsey may identify them, but we haven't heard about 
them. 

Mr. RooNEY. ConRail plans to eliminate 12,000 jobs in the next 3 
years. Are they protected? 

Mr. FRIEDMAN. ConRail employees will be protected, as I under- 
stand it, by title V, so long as the adverse impact is a consequence 
of the program. 

Mr. RooNEY. That completes my questions. I thank you very 
much. 

Mr. SNYDER. Mr. Chairman, I would like to insert just a short 
statement with regard to the Delmarva. There were long negotia- 
tions by the parties. The UTU entered into agreement on the 
Delmarva, and many other organizations did, so we don't want to 
leave the impression that serious negotiations didn't take place. 
They did. 

Mr. RooNEY. Did you hear that statement—I don't know who 
made it this morning, whether it was Mr. Bauman or Mr. Evans— 
about $66,000 versus $150,000? 

Mr. SNYDER. That is absolutely not true, as Mr. Friedman pointed 
out earlier, because he was looking at an earlier bill. This bill 
doesn't touch the Delmarva. 

Mr. FRIEDMAN. They are not threatened by this bill. Their only 
threat is they have to sit down and negotiate a contract. If they 
consider that a threat, they don't want to discuss wage and hours 
and working conditions and safety; that apparently is their position. 
They simply don't want collective bargaining in any form or shape. 
At least that is the inference of it. 'This bill does not affect them 
except to the extent they must make an attempt to negotiate. 

Mr. RooNEY. Then the bill does affect them? 
Mr. FRIEDMAN. Only because it reauires collective bargaining if 

they reach a bonafide impasse there is no contract. They don't have 
to sign a contract so long as they are acting in good faith. 

Mr. SNYDER. I would like to point out also we had several long 
sessions with the representatives of the States here. Delmarva was 
discussed at length, and there have been several requests here this 
morning to delay legislation. We don't think this would be a very 
good idea because the committee has had numerous hearings on 
this. This type of legislation on the branch line goes way back for 4 
or 5 years ago and is becoming a more critical problem every day. It 
is a real critical problem for the States, and it is going to get worse, 
and I think at least some action by the Congress this session should 
be taken. 
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I realize that the Congress will be ac^ouming in a few days, but I 
think, Mr. Chairman, that it is important that the committee take a 
long look at this, and it is very important, as I say. 

Mr. FRIEDMAN. One point, if I may, and that is we talked to some 
of the short-line operators, and they were in favor of the labor 
standards provisions as they appear. The reason they gave was that 
that will keep the undercutting operators out of it. There is going to 
be expansion of this. 

There are opportunities here for short-line operators to expand 
their operations. They would like to keep out of the railroad 
industry the substandard undercutting operators who use their 
employees to subsidize their profits and to subsidize those lines, and 
they thought these provisions would operate to maintain the stan- 
dards in the railroad industry both as far as the employees are 
concerned and as far as the carrier is concerned. 

Mr. SNYDER. This was brought out by a short-line operator from 
your State that we spent all day with. 

Mr. RooNEY. Of the six short-line operators in the country, are 
any of them organized under the UTU? 

Mr. FRIEDMAN. The one in Pennsylvania, at least. I don't know 
about others. 

Mr. SNYDER. We can get that information for you. 
Mr. RooNEY. Thank you very much, gentlemen. 
The committee stands adjourned until 2 p.m. 
[Whereupon, at 12:30 p.m., the subcommittee adjourned until 2 

p.m. this same day.] 

AFTER  RECESS 

[The Subcommittee reconvened at 2 p.m., Hon. Fred B. Rooney, 
Presiding.] 

Mr. RooNEY. The committee will come to order. 
Our first witness will be Mr. Peter J. Metz, Assistant Secretary, 

Executive Office of Transportation and Construction, 
Massachusetts. 

STATEMENT OF PETER J. METZ, ASSISTANT SECRETARY, EXECU- 
TIVE   OFFICE   OF   TRANSPORTATION   AND   CONSTRUCTION, 

MASSACHUSETTS 

Mr. METZ. Thank you very much, Mr. Chairman. 
I am Peter J. Metz, Assistant Secretary of Transportation for the 

Commonwealth of Massachusetts. In that capacity I serve as the 
director of the mass rail programs. I am also here as co-chairman of 
the National Conference of State Rail Officials, the 48-State organi- 
zation of State rail officials who direct State rail programs in other 
States. 

We appreciate very much, Mr. Chairman, the diligence of this 
committee in working on these issues which are in many waj^ 
essential to our local State concerns. In fact, I think we have to 
accept some blame for getting you into this whole thing. 

We cfmie to the committee, to both Houses of the Congress, early 
this year and said there were problems with the State assistance 
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program and we proposed some changes which your committee has 
very gratiously agreed to consider. We did not try to propose 
massive changes in the programs of things that we thought were 
terribly controversial. The fact that it has become in the words of 
some of the witnesses a Christmas tree bill was certainly not our 
intention and we are sorry for that. 

There are a lot of pieces of Christmas tree that have been added 
on recently that the States cannot agree with. In particular I want 
to just very briefly make sure that the record is clear with respect 
to those technical provisions that the States are seeking to help us 
in the proper administration of this State assistance program and to 
achieve the benefits at the local and regional level within our 
States. 

We are in strong support of rectifying the program in fiscal years 
80 the program coincides in section 2(a). We are in favor of extend- 
ing the State authorization. We are not, as some people have 
characterized it, looking for it to be 100 percent continued for 
operating subsidies. We want this continuation until at least Octo- 
ber 1 of this year and we obviously would be benefited if it would 
stretch out longer than that. We very much need the multi-year use 
of in-kind benefits. 

The States are doing many things up front to qualify for in-kind 
contributions and those provisions in section 2(c) and 10 of H.R. 
9398 that give us multi-year authority for that we very much need. 

We want to be able to use our entitlement in multiple years 
where in 1 year we don't entirely use it up. That is in section 2(c) 
and 10 again. 

We need the language that defines the period in which the project 
becomes eligible for a specific Federal matching share as that in 
which the project is initiated. We hope your report will make it 
clear that project initiation refers to both contracting or a grant 
agreement from the Federal Railroad Administration. That lan- 
guage is in section 2(c) and section 10. We want the projects to be 
eligible if they are started before the Secretary has approved them. 
We are not asking to tie the Secretary's hands, but there are cases 
where we have to get going on a project for one reason or another 
and we don't want them disqualified because we have started. 

The provisions in section 8(b) that would provide a 5-year pro- 
gram funded at $10 million a year out of the existing authorization 
are also very important to the State programs. I would emphasize 
here that the States see this as a continuing effort. So we cannot 
settle for just a couple of years of planning and then be done with 
it. We think we are in the business for some time to come and 
planning must be a continuing effort. 

We very much want the trackage rights provisions that are in the 
current draft that would allow the ICC in an abandonment hearing 
to give the future operator the power to connect, for instance, 
multiple segments over the main line railroads right-of-way. There 
are a number of States who feel they cannot accept the ICC's 
proposals that those trackage rights would be only for moving 
equipment in locomotives. 

We do feel we need to be able to haul revenue traffic, but not to 
do local service. We are simply looking to be able to interconnect 
short segments of railroads that would be operated by one carrier. 
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There are several technical amendments that are not in H.R.9398 
that the States have for some time now asked. One is to empower 
the use of groups of States to share funds. We have a specific 
example of the Delmarva Peninsula and we think there are others. 
We need language that has been proposed in some of the earlier 
versions of the bills to better define the Federal-State relationship 
in language that is taken from the Highway Act and to make it 
clear that the States have considerable authority to determine how 
they will spend the moneys that are granted them according to the 
entitlement. 

The one program change that the States have asked for this year 
is one we have seen as innovative but fairly simple and that is a 
preabandonment authority. I would note in particular that we did 
not ask for more money for this program, though the bill does have 
provision for more funds for various aspects. The States would be 
content if they were granted preabandonment authority on lines 
designated on the ICC's required maps for rehabilitation only 
within the existing authorizations. We need this because we want to 
deal with lines prior to the time they get to the decrepit condition of 
abandonment. 

We want a flexible program, an experimental kind of effort with 
the States to see if we can work some things out. We are aware of 
the Department's opposition to this. We are aware of the Depart- 
ment's suggestions that we should wait until next year to work out 
a more elaborate program. 

But, Mr. Chairman, we brought our suggestions to the Depart- 
ment early this year and either because of the transition or other 
difficulties, we have really not had a good ear with the Department. 
We don't feel we can wait another year to work out a 
preabandonment program with the Department of Transportation. 
We would like it authorized this year. 

The States must be recorded as having grave difficulties with two 
provisions of H.R.9398. In particular, the labor protective provisions 
of section 3 and 11 will severely tie our hands and in many ways 
defeat the objectives we are trying to serve here. 

Mr. RooNEY. Why? 
Mr. METZ. The labor protective provisions in sections 3 and 11 

freeze the status quo and force us to deal from a position where we 
could not change anything in the operation of these lines. We could 
not change the work practices, other aspects of labor arrangements, 
wages or the crafts we deal with unless we had the agreement of all 
the parties. We cannot afford to have our hands tied that way by 
national legislation. 

I don't want to be characterized as an anti-labor point of view 
from the States. Far from it. In fact, the States are almost univer- 
sally very much in favor of collective bargaining and would like to 
have the freedom to work out local collective bargaining that is best 
tuned to the needs of each of the lines and each of the localities, the 
best solutions for those lines. 

But above all I would emphasize that the States' point of view is 
one of pro-jobs and pro-labor. That is our real concern. 

A point I think the States have made consistently in this program 
is that we are in this program, we are involved in continuing 

11-6M 0-78-18 
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branch lines because we are concerned for the jobs and local 
industry that is served by those branch lines. That is really why we 
are here, not because we like to run trains, not because we think we 
can make a profit running trains. That is not our business. We are 
here because of the industries that need to be served and the jobs 
we want to retain in those industries and hopefully win to those 
industries. 

If we are to stretch our precious Federal assistance and local 
State dollars as far as we can in preserving those industries, we 
have to have maximum flexibility. That is why we are arguing for 
the technical corrections to the Federal assistance program and 
that is why we argue most strenuously that we cannot have our 
hands tied in labor negotiations with the protection provisions of 
sections 3 and 11. 

I would point out, to take on just one point that was made in 
earlier testimony before the committee today, we must have the 
ability to deal not only with the railroad that is entitled to abandon 
the line or who is the adjacent operator or as ConRail is in lots of 
the northeast States. We must have the ability to deal with other 
prospective future railroad operators in a very flexible and timely 
fashion. You cannot, I believe, characterize in most cases the 
railroad that has abandoned the line or in the case of the northeast 
ConRail, you can't characterize them as willing operators of these 
lines. 

One of the reasons the States are looking at shortline operators is 
because we do not find that ConRail is a willing and cooperative 
operator of the branch lines. They are not doing the quality of job 
we want. They are not able to effect the changes in service, the 
economies that we need. They really don't have terribly much 
interest in it. They have much bigger fish to fry. They don't make 
their reputation or money on local lines and they cannot afford and 
will not give our local branch lines much attention. 

So we need the flexibility to be able to go to other operators and 
to work out our own solutions, even in some cases to use our own 
State forces for incidental maintenance and other kinds of arrange- 
ments. The States must also be recorded as having very serious 
problems with the corrective action provisions of section 6. 

I think we favor flexibility. We have certainly said that. We favor 
trying to deal with lines before they get to the abandonment stage. 
But the provisions that are being labeled as corrective action are 
simply too complex for the States to be willing to agree to them at 
this point. They look like they will put on us some considerable 
burdens. We may be flooded with proposals for corrective actions 
and we face very short time deadlines in responding to them. We 
are not at all sure that that is the proper way to treat it. 

So we have instead proposed a very simple mechanism of pre- 
abandonment authority for rehabilitation assistance on lines. In 
addition, until we have really tested the ICC abandonment proce- 
dures we don't think that we need any measures that appear to 
short circuit those abandonment procedures. The corrective action 
provisions that are in H.R.9398 could have that effect in certain 
cases. 

I have one other comment that I would like to make about 
H.R.9398 before closing here. The provisions relating to the merger 
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of the 901 Eind 504 studies appear to us to be generally acceptable. I 
think the States would like to ask, though, that in addition to 
leaving time after the preliminary report comes in for comment and 
then a final set of recommendations, we believe it would be wise to 
insist that the Department issue a final report with its final 
recommendations, in other words, that it be required to reflect in 
its final report as well as its recommendation those things that it 
has learned from public comment. Otherwise, really the public 
comment may too easily go unrecognized by the Department. 

Those are my prepared comments, Mr. Chairman. I want to 
thank you. I will be glad to answer questions if I can. 

Mr. RooNEY. Thank you very much, Mr. Metz. We appreciate 
your appearing before the committee. 

What effects do you expect for delaying the preabandonment 
provisions? 

Mr. METZ. If the preabandonment provisions were not enacted 
this year? 

Mr. RooNEY. Right. 
Mr. METZ. I can t say they would be disastrous. We don't expect 

there are going to be many lines that will be utilized in the first 
year of the preabandonment program. 

On the other hand, what we will have is another year's deteriora- 
tion on those lines that would have been. That will bring a small 
number of lines much closer to abandonment and much closer to a 
situation where we have a harder time rescuing them. So I would 
not characterize it as disastrous, but I would characterize it, par- 
ticularly where the Western States are now in a position to begin to 
work out their actual programs. They need to know that this 
authority is going to be there so that they can work out constructive 
programs now in the final stages of putting together their State rail 
programs. 

Mr. RooNEY. Thank you. We appreciate very much your com- 
ments this afternoon. 

Mr. METZ. Thank you. 
Mr. ROONEY. NOW we do have several witnesses from intercity 

rail services, the State Transportation Coordinator from Virginia 
and the Assistant Director of Rail Systems of Maryland. Would you 
gentlemen rather appear before the committee as a panel or would 
you like to come individually? 

Mr. HARSH. Whatever would be most convenient to you. 
Mr. ROONEY. I think we ought to hear from all of you at one time 

and if the committee has any questions, you can respond. 
Is there much deviation between your statements? 

STATEMENTS OF WILLIAM C. HARSH, JR., DIRECTOR, BUREAU OF 
INTERCITY RAIL SERVICES AND CHIEF, BUREAU OF 
RAILROADS, ILLINOIS DEPARTMENT OF TRANSPORTATION; 
ROBERT G. CORDER, STATE TRANSPORTATION COORDINATOR, 
VIRGINIA DEPARTMENT OF HIGHWAYS AND TRANSPORTATION; 
CLIFFORD ELKINS, DEPUIT DIRECTOR, NATIONAL CONFER- 
ENCE OF STATE RAILWAY OFFICIALS. AND CHARLES H. SMITH, 
ASSISTANT DIRECTOR RAIL SYSTEMS. MARYLAND DEPART- 
MENT OF TRANSPORTATION 

Mr. HARSH. I am William Harsh of the Illinois Department of 
Transportation. 
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Mr. CoRDER. I am Robert Corder, State Transportation 
Coordinator for the State of Virginia. 

Mr. EuQNS. Clifford Elkins, Director of the National Conference 
of State Railway Officials. 

Mr. SMITH. I am Charles Smith for the Maryland Department of 
Transportation. 

Mr. RooNEY. You may proceed. 
Mr. HARSH. Mr. Chairman, given the hour and the amount of 

testimony, I wonder if I could have my testimony appear in the 
record and summarize it? 

Mr. RooNEY. Without objection. 
Mr. HARSH. My name is William C. Harsh, Jr. I am Chief of the 

Bureau of Railroads of the Illinois Department of Transportation. 
The Department is the designated State agency for Illinois under 
the terms of the Regional Rail Reorganization Act of 1973, and the 
Bureau of Railroads has jurisdiction over the State's program for 
local railroad freight service continuation assistance. The Bureau is 
also responsible for assisting in the preparation of the State's 
position in Interstate Commerce Commission abandonment proceed- 
ings and for administering the State's Amtrak 403(b) program. I am 
also co-chairman of the Northeast Region of the National 
Conferrence of State Railway Officials. 

I appreciate the opportunity to testify today on behalf of the 
National Conference of State Railway Officials with regard to those 
provisions of H.R. 9398 that address the relationship of existing 
collective bargaining agreements to oeprating and rehabilitation 
projects undertaken with public funds pursuant to the Regional 
Rail Reorganization Act of 1973 and the Railroad Revitalization and 
Regulatory Reform Act of 1976. I would like to preface my remarks 
by stating that we at the Illinois Department of Trainsportation are 
sympathetic to and supportive of the rights obtained through free 
collective bargaining by working men and women who have volun- 
tarily joined together in labor organizations, including those who 
are represented by the railroad brotherhoods. As a former union 
local chairman who was elected to three terms of office, I believe I 
am especially sensitive to the rights and aspirations of orgemized 
employees. 'The Illinois Department of Transportation has main- 
tained a continuous and, we believe, mutually productive dialogue 
with the railroad labor organizations in our State and we have 
worked together to enact and implement State legislation that has 
thus far preserved rail service on roughly 175 miles of railroad 
lines. However, we concur with the judgment of the National 
Conference of State Railway Officials that our responsibiulities to 
all parties involved in local railroad service continuation, including 
rail users, consumers and the taxpayers, require that we comment 
today on the provisions relating to collective bargaining agreements 
that are contained in sections 3 and 11 of H.R. 9398. 

I believe it is important to emphasize at the outset that the 
collective barg£uning provisions contained in sections 3 and 11, 
which concern conditions that exist on a railroad line after it has 
been abandoned and has entered the rail service continuation 
subsidy program, should be rendered relatively unimportant by 
other provisions contained in sections 3 and 11 that would permit 
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States to prevent the abandonment of railroad lines by rehabilitat- 
ing them before they begin their way through the abandonment 
process. This program for the early interception and correction of 
potential abandonment cases should guarantee that all current 
collective bargaining agreements will be protected, since it will 
restore rail lines to viable, long-term operation by their current 
owners with their current employees under existing collective 
bargaiing agreements. We believe that this program, which has 
generally been referred to as the "preabandonment" program 
should render the concerns with regard to the status of collective 
bargaining agreements that we see expressed in sections 3 and 11 
virtually moot. Thus, we believe that the preabandonment program 
embodied in H.R. 9398 will substantially satisfy what we know are 
the very real concerns of the railroad labor organizations, just as we 
strongly believe it will satisfy the various needs and interests of rail 
users, rail carriers, consumers and taxpayers. 

While we believe that the provisions regarding collective bargain- 
ing contained in sections 3 and 11 will be found to have little 
application if a preabandonment program is enacted, we do have 
concerns that those provisions will have an immediate and substan- 
tial adverse impact on the efforts of the Illinois Department of 
Transportation and other state departments of transportation to 
preserve essential rail services on those portions of our railroad 
system for which a preabandonment program will come too late. 
The problem of preserving service on these rail lines in a manner 
that is not prohibitively expensive to the taxpayers is a most 
difficult one, and we in the National Conference of State Railway 
Officials believe that it is in the public interest to provide State 
departments of transportation with as many tools as possible to 
solve it. One tool that may prove to be important in fashioning a 
solution for some radl lines is the creation of new railroad compan- 
ies, usually involving on-line shippers as owners or stockholders. 
We believe that the requirement contained in sections 3 and 11 that 
current collective bargaining agreements be inherited by these new 
railroad companies and that the agreements be expanded to encom- 
pass persons who may not even be employees of the new companies 
would often prove inappropriate and would likely lead either to a 
loss of rail service or a prohibitive cost to the taxpayers. 

I have included in my prepared testimony a specific example in 
Illinois of how this problem would evolve. I don't want to recite it in 
detail, but I think it is important to indicate to you in general terms 
that the problem does go beyond the Delmarva Peninsula and can 
be expected to occur in other parts of the country. It concerns a line 
we operate in Illinois where because of a distinction between what 
used to be a big four mainline and what used to be a Michigan 
property, the State shipper had to pay $125 a trip in taxes for the 
crew, $65 in lodging and $500 per trip in excess rail wages. 

I have characterized that by comparing it to the revenues that a 
new railroad could expect to earn on this railroad and find that in 
one instance the first 11 carloads per trip would be required just to 
take care of these extras as a result of this old arrangement and in 
another case the first four carloads. 

We feel that given the fact this line was averaging about four 
carloads a trip, that would be a substantial discouragement to a 
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new operator on the line. I hope that when the committee has a 
chance to study this it will be helpful in illuminating the problem 
as we see it in Illinois. 

Nonetheless, I want to indicate in closing that we are sympathetic 
at the Illinois Department of Transportation of the desires of some 
employees to continue to work on the lines that are conveyed from 
their current owners to new railroad companies. We find in many 
cases that this desire is related to a desire on their part to continue 
living in a particular town or geographic area. We believe it would 
be highly appropriate to address the desires of these employees by 
granting them an employment preference similar to the veterans 
preference to the jobs that become available on the new railroad 
company. 

We beieve that providing employees this option to the protections 
customarily provided by the Interstate Commerce Commission in 
abandonment proceedings will satisfy the needs of the employees 
without unduly impairing the ability of State departments of trans- 
portation to fashion long-term solutions to railroad service continu- 
ation problems. 

Once again, I would like to thank you, Mr. Chairman, for the 
opportunity to testify before you this morning. 

[Mr. Harsh's prepared statement follows:] 
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TESTIMONY OF WILLIAM C. HARSH. JR. 
CHIEF. BUREAU OF RAILROADS 

ILLINOIS DEPARTMENT OF TRANSPORTATION 

My name Is William C. Harsh. Jr. I am Chief of th« Bureau 

of Railroads of the Illinois Department of Transportation. The De- 

partment is the designated state agency for Illinois under the terms 

of the Regional Rail Reorganization Act of 1973, and the Bureau of 

Railroads has Jurisdiction over the state's program for local rail- 

road freight service continuation assistance. The Bureau Is also 

responsible for assisting In the preparation of the state's position 

In Interstate Commerce Commission abandonment proceedings ynd for 

administering the state's Amtrak 403(b) program.  I am also co-chair- 

man of the Northeast Region of the National Conference of State Rail- 

way Officials. 

I appreciate the opportunity to testify today on behalf of 

the National Conference of State Railway Officials with regard to 

those provisions of H.R. 9398 that address the relationship of 

existing collective bargaining agreements to operating and rehab- 

ilitation projects undertaken with public funds pursuant to the 

Regional Rail Reorganization Act of 1973 and the Railroad Revltall- 

zatlon and Regulatory Reform Act of 1976.  I would like to preface 

my remarks by stating that we at the'llllnols Department of Trans- 

portation are sympathetic to and supportive of the rights obtained 

through free collective bargaining by working men and women who have 

voluntarily Joined together In labor organizations. Including those 

who are represented by the railroad brotherhoods. As a former union 
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local chairman who was elected to three terms of office, I believe 

I am especially sensitive to the rights and aspirations of organized 

employees. The Illinois Department of Transportation has maintained 

a continuous and, we believe, mutually productive dialogue with the 

railroad labor organizations in our state and we have worked together 

to enact and Implement state legislation that has thus far preserved 

rail service on roughly 175 miles of railroad lines. However, we 

concur with the Judgment of the National Conference Of State Railway 

Officials that our responsibilities to all parties involved in local 

railroad service continuation, including rail users, consumers and 

the taxpayers, require that we comment today on the provisions re- 

lating to collective bargaining agreements that are contained in 

sections 3 and 11 of H.R. 9398. 

I believe It is important to emphasize at the outset that 

the collective bargaining provisions contained in sections 3 and 11, 

which concern conditions that exist on a railroad lint after It has 

been been abandoned and has entered the rail service continuation 

subsidy program, should be rendered relatively unimportant by other 

provisions contained in sections 3 and 11 that would permit states 

to prevent the abandonment of railroad lines by rehabilitating then 

before they begin their way through the abandonment process. This 

program for the early interception and correction of potential aban- 

donment cases should guarantee that all current collective bargaining 

agreements will be protected, since it will restore rail lines to 
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viable, long-term operation by their current owners with their 

current employees under existing collective bargaining agreements. 

We believe that this program, which has generally been referred to 

as the "preabandonment" program, should render the concerns with 

regard to the status of collective bargaining agreements that we 

see expressed In sections 3 and 11 virtually moot. Thus we believe 

that the "preabandonment" program embodied In H.R. 9398 will sub- 

stantially satisfy what we know are. the very real concerns of the 

railroad labor organizations. Just as we strongly believe H will 

satisfy the various needs and Interests of rail users, rail carriers, 

consumers and taxpayers. 

While we believe that the provisions regarding collective 

bargaining contained in sections 3 and 11 will be found to have 

little application If a "preabandonment" program Is enacted, we do 

have concerns that those provisions will have an Immediate and sub- 

stantial adverse Impact on the efforts of the Illinois Department of 

Transportation and other state departments of transportation to pre- 

serve essential rail services on those portions of our railroad sys- 

tems for which a "preabandonment" program will come too late. The 

problem of preserving service on these rail lines In a manner that 

Is not prohibitively expensive to the taxpayers is a most difficult 

one, and we in the National Conference of State Railway Officials 

believe that it is in the public interest to provide state depart- 

ments of transportation with as many tools as possible to solve It. 

One tool that may prove to be Important in fashioning a solution for 
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some rail llnej Is the creation of nsM railroad conpanies, usually 

Involving on-line shippers as owners or stockholders. He believe 

that the requirement, contained In sections 3 and 11, that current 

collective bargaining agreements be Inherited by these new railroad 

companies and that the agreements be expanded to encompass persons 

who may not even be employees of the new companies would often prove 

inappropriate, and would likely lead either to a loss of rail ser- 

vice or a prohibitive cost to the taxpayers. Let ne illustrate the 

reason for this belief with an example. 

The Illinois Department of Transportation currently subsi- 

dizes rail service provided by Conrail on a line of railroad between 

Kankakee, Illinois and Sheldon, Illinois.  This line, which at one 

time was part of the former Big Four mainline between Chicago and 

Cincinnati, connects with the Kankakee Belt Line, a former Michigan 

Central property, at Kankakee. Both the Big Four and the Michigan 

Central were railroads that were leased and controlled by the New 

York Central prior to World War II, and it is unlikely that anyone 

now employed on the lines in question ever worked for either company 

before the time that they were drawn into the New York Central 

System.  However, because the Kankakee to Sheldon line was histori- 

cally a Big Four property, crews based on the former Michigan Central 

at Kankakee are not permitted to work on it due to existing collective 

bargaining agreements. As a result, the Illinois Department of 

Transportation and Conrail have been compelled to operate the line 
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with Big Four crews based at Indianapolis. Fares to transport 

these crews to and from Kankakee In commercial taxicabs have 

averaged $125 per trip over the line and lodging required by 

the arrangement has averaged $63 per trip. Wages paid for the 

deadhead trips to and from Indianapolis have averaged $511 per 

trip over the line. 

Should the Illinois Department of Transportation opt to 

establish a new railroad company owned by rail users on the Kan- 
« 

kakee to Sheldon line who seek to provide themselves with more 

adequate rail service, that railroad would be entitled to a divi- 

sion of the revenue earned by Conrall for each car originated or 

terminated on the line. During the first year of operation, this 

revenue averaged $428 per car.  While the divisions that have 

been offered to new railroad companies by Conrall vary with the 

length of the Conrall llnehaul, they would generally yield to 

the new railroad companies about 15 per cent of Conrall revenues, 

or roughly $64 per car. Thus, If the provisions contained In 

sections 3 and 11 were enacted and the new railroad company In- 

herited the existing collective bargaining agreement, the new 

railroad company would be forced to commit the revenue of one 

carload per trip for lodging costs, two carloads per trip for 

taxicab costs and eight carloads per trip for deadheading costs. 

Even If the improved service offered by the new railroad company 

substantially increased the current average of four carloads per 
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trip, we are forced to the conclusion that the requirement that 

It commit the revenues of the first 11 carloads per trip to the 

costs we have discussed would discourage the enterprise and would 

likely result In a loss of rail service to this Important agri- 

cultural area of Illinois or a continued high cost to the taxpayers. 

After five months of operations under the conditions I 

have Just described during 1976. Conrall was able to achieve a 

revision In the collective bargaining arrangement under which it 

was permitted to base a Big Four crew at Kankakee.  This solution 

has eliminated taxi fares, lodging and deadheading wage expenses, 

but It has required that the Kankakee-based crew be paid for six 

days work per week without regard to the level of service required. 

This has resulted In an average cost for wages for tine not spent 

serving the line of $255, or the equivalent of the revenue froa 

four carloads, per trip on the 11ne. We believe that this cost would 

substantially Inhibit the creation of a new railroad company, and 

thus would deny an Important tool to the Illinois Department of 

Transportation In its efforts to preserve railroad service to 

Kankakee and Iroquols Counties at a reasonable cost to the tax- 

payers . 

I hope this example helps to explain why we believe that 

the Indiscriminate application of existing collective bargaining 

agreements to new railroad companies may be Inappropriate and may 

we11 lead to a reduction 1n the preservation of rail service that 

was contemplated In the Regional Rail Reorganization Act of 1973 

and the Railroad Revitalizatlon and Regulatory Reform Act of 1976. 
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Nonetheless, we are sympathetic to the desire of sone employees 

to continue to work on lines that are conveyed from their current 

employers to new railroad companies.  In many cases, this desire 

is related to a desire on the part of the employees to continue 

living in a particular town or geographic area. We believe it 

would be entirely appropriate to address the desires of these 

employees through granting them an employment preference, similar 

to a veteran's preference, to Jobs'aval1ab1e in the new railroad 

company. We believe that providing employees this option to the 

protections customarily provided by the Interstate Commerce Com- 

mission in abandonment proceedings will satisfy the needs of the 

employees without unduly impairing the ability of state departments 

of transportation to fashion long-term solutions to railroad 

service continuation problems. 

Once again, I would like to thank you, Hr. Chairman, for 

the opportunity to testify before you this morning. 

STATEMENT OF ROBERT G. CORDER 

Mr. C!oRDER. My name is Robert G. Corder, State Transportation 
Coordinator, Virginia Department of Highways and Transportation. 

Mr. Chairman, I appreciate the opportunity to appear before the 
committee and address the labor protection provision currently 
contained in the proposed bill, H.R. 9398, to amend the Department 
of Transportation Act and the Regional Rail Reorganization Act of 
1973. 

Before I get into my prepared statement I would just like to point 
out that I am supportive of the comments that have been made by 
Mr. Metz and Mr. Harsh. I would like to address my comments 
specifically to the provision in the bill relating to labor protection. 

The Commonwealth of Virginia has been working diligently for 
the past 21/2 years to help its two eastern shore counties retain the 
only rail service to those areas. A State rail plan was developed to 
qualify for Federal rail subsidies and two updates of this plan have 
subsequently been made. Also, the Commnwealth has administered 
the rather arduous funding requirements imposed by the Federal 
Railroad Administration since the program's inception. 

Since the Commonwealth currently has a constitutional prohibi- 
tion against direct financial aid to privately owned railroads, it hsis 
worked closely with its two counties on the Delmarva Peninsula to 
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cut the railroad operating costs wherever possible. The most dra- 
matic action to date has been the curtailment of operations by 
ConRail in favor of a shortline railroad operator. It became appar- 
ent in the first year of operation by ConRail that the two counties 
could not afford the costs associated with the ConRail operation; 
consequently, the services of a shortline railroad operator were 
retained for the second year of the rail program. Employment of the 
shortline rail operator has enabled a reduction in the first year 
operation cost of ConRail by more than one-half while still provid- 
ing the same or better level of service £is we provided by ConRail in 
the first year. It is believed that such reductions in cost will permit 
this line to become self-sustaining after several years of rehabilita- 
tion, thereby terminating the need for Federal subsidy in the 
future. 

This dramatic reduction in operating costs has been realized 
basically because the shortline railroad is non-union and therefore 
does not have to grant industry pay scales as do unionized railroads. 
Also, the shortline railroad does not have to impose work rules 
which require four or five-man crews on all trains; rules which 
prevent yard crews from doing the work of road crews, and vice 
versa; rules which prevent transportation employees from being 
assigned to maintenance or repair duties on non-operating days; or 
rules which prevent maintenance workers from runing locomotives. 
Also, the shortline railroad does not have to pay a full day's wages 
for a 100-mile run regardless of whether or not the run was 
completed in less than 8 hours. 

Flexibility in crew assignments and work schedules are the bases 
for a shortline railroad's viability. The labor protection provision as 
currently worded in the proposed bill would appear to require that 
a shortline railroad pay union scales and abide by work rules which 
normally are associated with the unions. Such action would doubt- 
lessly undo all that the Commonwealth, its two counties of 
Accomack and Northampton, the cities of Norfolk and Virignia 
Beach, the shortline railroad, and the FRA have done to date 
toward continuation of rail service in this area of the State. I might 
add that it was the stringent work rules of the Penn Central which 
prevented the Southern Railroad from purchasing the Delmarva 
line. 

I would ask, therefore, that this provision of the proposed bill be 
abolished in view of its drastic adverse effect on continued rail 
service to a large segment of Virginia, not to mention the States of 
Delaware and Maryland. Should the foregoing, by some stretch of 
the imagination not be considered sufficient reason for abolishing 
the provision, I would suggest that the legality of the provision be 
investigated since it would appear to have the effect of imposing 
collective bargaining agreements on a nonunion entity. 

Again, I would like to thank the committee for allowing me this 
opportunity to present the position of the Commonwealth of Vir- 
ginia with respect to the labor protection provision of the proposed 
bUl. 

Mr. RooNEY. Thank you very much. The committee will recess for 
10 minutes. There is a vote on the cargo preference bill. With your 
indulgence I will be right back. 
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[Brief recess.] 
Mr. RooNEY. The committee will come to order. 
Mr. SMITH. Mr. Chairman, I am Charles Smith of the Maryland 

Department of Transportation. 
The Maryland Department of Transportation has been actively 

engaged for several years in efforts to continue essential rail service 
in the rural areas of our State. It was for this purpose that we 
supported the legislative initiative of the Congress in enacting the 
Regional Rail Reorganization Act of 1973—3R Act—and the 
Railroad Revitalization and Regulatory Reform Act of 1976—4R 
Act. We commend the Congress for its foresight in giving the States 
and local communities the opportunity suid the financial means to 
work out long-term solutions to local rail service problems. 

Several of the provisions in H.R. 9398 would obstruct the forward 
progress taken with the passage of the 3R and 4R acts and would 
jeopardize the state rail programs presently underway. We have 
arrived at this conclusion with considerable reluctance in that a 
number of provisions of this bill clarify and implement the original 
congressional intent in enacting the previous Icoal rail service 
continuation program. However, any benefits or advantages we 
perceive would be completely nullified by severed of the provisions 
contained in H.R. 9398. 

First, we object to the requirement that local rail operators adopt 
collective bargaining agreements and various work rules which 
were in effect before the effective date of the Final System Plan. 
What this means in Maryland, and many other States, is that our 
light density branch lines have to be operated under the old Penn 
Central labor agreements and work rules. Southern Railway, in its 
bid to acquire Delmarva lines, was unwilling to accept the same 
work rules and agreements this bill would impose upon local 
railroad operators. 

Existing State and Federal laws and regulations, including those 
arising out of title V of the 3R act, provide more than adequate 
protection of an individual railroad employee's right to work in a 
safe place and to be reasonably certain that he will not lose his 
income as a result of abandonment of the rail service for which he 
was employed. The labor provisions in H.R. 9398 go far beyond the 
protection of the individual. The cost associated with the labor 
provisions in this bill would prevent State and local governments 
from using Federal entitlement funds for improvement and continu- 
ation of local rail service. 

The labor provisions of H.R. 9398 would exacerbate this job loss 
because neither the State nor a local railroad could afford to 
operate these lines at the costs and in the same manner as a m^or 
rail carrier. The reduction in operating costs was the primary 
motivation in the Maryland Department of Transporation's recent 
decision to replace ConRail with a local railroad operator for the 
Delmarva branches. On one of these branches we have already cut 
operating costs in half. We expect similar savings on other 
branches. While all of these cost reductions are not attributable to 
labor costs, the local operator is able to provide the same level of 
service with a reduced labor content. 

The savings generated by the local railroad's reduced employment 
and overhead costs will, at least, give these marginal lines a chance 
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to survive. The traffic generated by these branches, while too little 
to support a ConRail type of operation, can support a lower cost 
local rail operation. With the opportunity to reduce costs by using a 
local railroad removed or precluded, as it would be under the labor 
provisions of sections 3 and 11 of H.R. 9398, there is no way that 
any of these branch lines in Marylemd could continue in operation. 

While MDOT generally supports the important role of organized 
labor and labor unions we cannot endorse a Federal legislative 
mandate that imposes work rules and labor agreements on a local 
operator. 

Let me comment on the corrective action program. Section 6 
establishes the demonstration corrective action program for rail 
lines proposed for abandonment by rail carriers. While this concept 
of corrective action is worthy of serious consideration, we have 
some misgivings as to its workability. It would be an additional 
administrative burden to identify corrective action, develop consen- 
sus agreements and eventually use the $70 million in Federal funds 
proposed for this purpose. We would recommend that the Rail 
Services Planning Office or another Federal agency develop and 
issue criteria or regulations to govern application and use of funds 
provided by section 6. 

Finally, it should not be mandatory to rehabilitate all light 
density branch lines to class II as prescribed in sections 3 and 11 of 
this bill. Many light density lines can be operated safely, efficiently 
and economically at class I—10 mph—standards. Setting the mini- 
mum upgrading at class II—25 mph—will be unnecessarily costly to 
the taxpayer. 

I thank you for this opportunity to appear before the subcommit- 
tee and hop)e that these comments and our experience in Maryland 
will be helpful to you. 

Mr. RooNEY. Thank you very much. 
I would like to say that you are objecting to the preliminary plans 

with respect to work eigreements. As pointed out by the labor people 
this morning, Mr. Snyder and Mr. Friedman, that provision was in 
an earlier draft, but it is not in 9398. 

STATEMENT OF CHARLES H. SMITH 

Mr. SMITH. Well, Mr. Chairman, section 3 and 11 of H.R. 9398 
require that the labor or collective bargaining agreements that were 
in effect prior to the date of the final system plan would serve as 
the basis for establishing new collective bargaining agreements by 
the parties involved at that time with the crafts and unions that 
were in place prior to the final system plan, that is, the crafts and 
unions working for Penn Central. 

Mr. RooNEY. That was in the previous bill, the draft that was not 
encompassed in H.R. 9398. Is this statement today approved by the 
Acting Governor? 

Mr. SMITH. No, sir. This statement is the statement of the 
Maryland Department of Transportation approved by the Secretary 
of Transportation of Maryland. I don't know whether he requested 
any other approval. 

[Mr. Smiths prepared statement follows:] 
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First, we object to the requirement that local rail operators 

adopt collective bargaining agreements and various work rules which 

were in effect before the effective date of the Final System Plan. 

What this means in Maryland, and many other states, is that our light 

density branch lines have to be operated under the old P^nn Central 

labor agreements and work rules.  Southern P-ailway, in its bid to 

acquire Delmarva lines, was unwilling to accept the same work rules 

and agreements this Bill would impose upon local railroad operators. 

Existing state and federal laws and regulations, including those 

arising out of Title V of the 3R Act, provide more than adequate 

protection of an individual railroad employee's right to work in 

a safe place and to be reasonably certain that he will not lose his 

income as a result of abandonment of the rail service for which he 

was employed.  The labor provisions in H.R. 9398 go far beyond the 

protection of the individual.  The cost associated with the labor 

provisions In this Bill would prevent state and local governments 

from using federal entitlement funds for improvement and continuation 

of local rail service. 

The labor provisions of H.R. 9398 would extend this job loss 

because no state or local railroad could afford to operate these 

lines at the costs and In the same manner as a major rail carrier. 

The reduction in operating costs was the primary motivation In the 

Maryland Department of Transportation's recent decision to replace 

Conrail with a local railroad operator for the Delmarva branches. 
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On one of these branches (Seaford-Cambridge) we have already cut 

operating costs in half - from $361,000 with Conrail to $175,000 for 

the Maryland and Delaware Railroad.  We expect similar savings on 

other branches.  While all of these cost reductions are not attributable 

to labor costs, the local operator is able to provide the same level 

of service with a reduced labor content. 

The savings generated by the local railroad's reduced employment 

and overhead costs will, at least, give these marginal lines a chance 

to survive.  The traffic generated by these branches, while too little 

to support a Conrail type of operation, can support a lower cost 

local rail operation.  With the opportunity to reduce costs by using 

a local railroad removed or precluded, as It would be under the labor 

provisions of Sections 3 and 11 of H.R. 9398, there is no way that 

any of these branch lines in Maryland could continue in operation. 

We recognize the important role of organized labor and labor 

unions and support the right of railroad employees and management 

to establish collective bargaining agreements.  We do not believe 

government should assume this role and impose agreements on the 

local operator. 

Section 6 of this Bill establishes a demonstration corrective 

action program for rail lines proposed for abandonment by rail 

carriers.  While this concept of "corrective action" is worthy of 

serious consideration, we have some misgivings as to its workability. 

It would be an additional administrative burden to identify corrective 

action, develop consensus agreements and eventually use the $70 million 
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in federal funds proposed for this purpose. We would recommend that 

the Rail Services Planning Office or another federal agency develop 

and issue criteria or regulations to govern application and use of 

funds provided by Section 6. 

Finally, it should not be mandatory to rehabilitate all light 

density branch lines to Class II as prescribed in Sections 3 and 11 

of this Bill.  Many light density lines can be operated safely, 

efficiently and economically at Class I (10 mph) standards.  Setting 

the minimum upgrading at Class II (25 mph) will be unnecessarily 

costly to the taxpayer who must eventually pay the bill. 

I thank you for this opporttinlty to appear before the Subcommittee 

and hope that these comments and our experience In Maryland will be 

helpful to you. 

Statement presented by:  Charles H. Smith 
Rail Systems Group 
Maryland Department of Transportation 
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Mr. RoONEY. How about the State of Illinois? 
Mr. HARSH. I am authorized by the Secretary to speak on this 

matter. He knows I am here today. To my knowledge no testimony 
made by the Department is cleared by the Governor of Illinois. 

Mr. RoONEY. How about Massachusetts? 
Mr. METZ. The Governor is familiar with our position and sup- 

ports it. He does not know that I am here today because he is not 
familiar with my detailed itinerary, but we have his support. 

Mr. CoRDER. The Secretary of Transportation does know I am 
here and approves my statement. 

Mr. RooNEY. Does he support your statement? 
Mr. CoRDER Not officially because he has been out of town all 

week. 
Mr. METZ. Our basic problem is if any work rules, arrangements 

or labor agreements are frozen upon us no matter from which date 
they apply. 

Mr. RooNEY. Go ahead. 

STATEMENT OF CLIFFORD ELKINS 

Mr. ELKINS. Thank you. 
I am Clifford Elkins, Deputy Director, National Conference of 

State Railway Officials. 
I have particular emphasis on the preabandonment program. 

This is the No. 1 problem facing the State rail program today. The 
States are universally unhappy with the administration of the 
program, namely, no projects outside the Northeast region have 
moved forth and have become solutions to rail problems. 

Indeed, we feel there is a very cumbersome and bureaucratic 
process to get a State program moving. The preabandonment pro- 
gram is essential. The sense of urgency is, as Mr. Metz mentioned, 
as each month goes by, that is one less shipper and line available to 
the rail system. I know in six States at the present time there were 
urgent decisions facing the States, but their hands are tied and they 
cannot address the rail problems until they get to the abandonment 
situation. 

The most notable is the situation facing the State of California 
where a 168 mile stretch of a subsidiary to Southern Pacific is faced 
with needing some rehabilitation. The State has examined it and 
they know there are portions of the line that are urgently needed in 
the San Diego area. We are concerned with the arguments brought 
forth by FRA objecting to this. We are pleased at one point in their 
testimony. We see for the first time officially that Mr. Sullivan has 
indicated that there is light at the end of the tunnel and they will 
be addressing it. 

Our concerns are some of the reasons for objecting to them in our 
opinion are not completely valid. For example, they indicate that 
the program would be railroad initiated. The remarks made by Mr. 
Fitzwater and Commissioner Clapp point out that under the present 
system, to get a line qualified in the abandonment process is indeed 
railroad initiated. In essence, there is no difference. The difference 
is that it is a State that would determine that that rail line would 
get aid. We think that is a major difference which would completely 
invalidate that argument. 
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Another point we think is of extreme concern is that they say the 
same circumstance that does not prevail to the non-Northeast 
region exists today. We think it is as severe as the kind that was 
facing the Northeast in this aspect. Many of the railroads in the 
Midwest were faced with severe economic realities. Branch lines are 
getting less and less attention. To prevent what we had in the 
Northeast we feel it is urgent that a preabandonment program be 
installed to forestall another disaster. 

Another remark that the FRA has chosen to use is the fact that 
the proposed preabandonment program would not be based on 
sound economic analysis. We point out that the present system of 
project approval, what would be applicable to the Northeast pro- 
gram or to the present system would be no different. Indeed, when 
they mentioned the Iowa plan, Iowa is one of the States most 
urgently needing a preabandonment program. 

I spoke late last night with Mr. Pricer there and his charge was 
that the most important problem facing him was to have a 
preabandonment program come into being so he can take priorities 
and use them in conjunction with his own plan. We strongly 
disagree. There will be no effect by having the program delayed. 

The other points that are essential to us and we need at the 
present time, our last concluding remark, would be section 13, the 
trackage rights proposal. I would like to make a brief point that this 
proposal had lengthy discussion by the Conference. At our r^onal 
meeting several months ago in Morgantown, West Virginia, this 
was unanimously adopted by region 1 as a supportive item. 

In discussing it with other States throughout the country, they 
are all supportive of this concept because they think it will have 
some applicability to their program. We see the only solution to our 
problems as coming from the committee's programs. 

Thank you. 
Mr. RooNEY. Thank you very much. We appreciate the very kind 

remarks. 
I will direct this question to the gentleman from Illinois. 
On page 4 of your statement you say that these agreements would 

be inherited, whereas, the United Transportation representative 
said this morning you would be negotiating new agreements. 

Why is there this disparity? Why does it exist? 
Mr. HARSH. I would say that is a matter of emphasis, I would 

suppose. The starting point of the negotiation would be the preexistr 
ing agreements, and if we were to set up a branch line of a new 
railroad company, it would be us that would have to obtain in 
advance a collective bargaining agreement with the union. 

I would say that all of the chips in that situation would be on the 
union side. 

Mr. RooNEY. Isn't there room for negotiations with the union? 
Mr. HARSH. Surely, and one thing I hope we made clear was that 

I know, speaking for myself, and I think speaking for my colleagues, 
none of us is anti-union, and all of us support the efforts of the 
brotherhoods who testified here today. I think that our problem is 
starting with the current operating agreements, some of which are 
very difficult, and being placed in a position of having to reach an 
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agreement essentially within that same structure before we could 
set up a new railroad company. 

Mr. RooNEY. Give me an example, and don't mention Delmarva. 
Mr. HABSH. Thank heaven that is not in Illinois. Let me just 

allude to the example I discussed in my text. We have a line in 
Kankakee, Illinois. 

Mr. RooNEY. Where? 
Mr. HARSH. Kankakee. It is a wonderful town. You don't care to 

go there. 
We had an agreement there originally when we took over the line 

on April 1, 1976 with ConRail, where we were having to taxi cruise 
from Indianapolis all the way to Kankakee three times a week 
round trip, and that was a very expensive proposition. It took us 5 
months before we got any kind of relief from that at all, and when 
we did, and I think this is the point, all we were able to achieve was 
a situation in which we have a crew which we pay 6 days a week 
regardless of the amount of work available on the line, and the line 
is very seasonal, and it is still costing us the average of four revenue 
carloads a day just to service that one agreement. So from our point 
of view, it is not a perfect process. I think that is where our 
reluctance lies. 

Mr. RooNKY. And who has that line? 
Mr. HARSH. It is currently being operated by ConRail, and I guess 

there was testimony this morning that ConRail is the only railroad 
that is willing to operate branch lines, and I guess that is  

Mr. RooNEY. In Kankakee. 
Mr. HARSH. In Kankakee. They are unwilling to operate a line in 

Kankakee in the way we want it operated. We entered into a set of 
negotiations with them that had to do with car supply on the line, 
and it was made very clear to us that they were not interested in 
supplying cars on the line in anywhere near the number that the 
shippers wanted. They all but invited las to fining of their operator. 
We have come to the conclusion you cannot compel good service and 
so we took them up on their invitation and are planning to come up 
with some sort of an alternative solution. 

Mr. METZ. Mr. Chairman, there is an example in Massachusetts, 
now history that is very relevant, the Providence and Wooster 
Railroad. It is a short railroad. It is 150 miles long now but it 
started business 4 years ago as a little over 50 miles long. It has 
worked out a very innovative set of work arrangements with 
railway labor. It is fully unionized with the national labor organiza- 
tions, but special work rule arrangements, pay arrangements, and 
all the rest, and it has worked very well. It has been a very 
successful railroad so that it is now about three times the size that 
it was. 

If when it was taking over a line that Penn Central wanted to 
abandon, I feel sure that if at the time it had been constrained to 
the present at that time labor agreements, employment, pay scales 
and so on, it would not have been able to work out with railway 
labor the innovative arrangements it has now that in fact railway 
labor on that line finds so attractive. 

Those sorts of tailored solutions would be extremely hindered, 
and in fact virtually vetoable by railway labor if the law freezes the 
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present collective bargaining agreements and says they can only be 
changed by agreement of all parties. 

Mr. RooNEY. Thank you very much, gentlemen. 
Are there any further comments? 
It is unfortunate that I cannot call upon the labor representatives 

to answer some of the comments that you gentlemen made today. I 
would have had the testimony been here 48 hours in advance, 
which is required by the committee, but it is the intention of the 
Chair, to pursue this and get the answers to some of the allegations 
that you have made with respect to labor in the very near future. I 
would appreciate very much if I would hear from you after I receive 
their comments. 

Mr. METZ. We would be glad to do that. I think we owe the 
committee an apology for not having had our testimony in advance. 
We have been laboring under some of the same burdens that 
members of Congress have. I, for instance, have beeen here in 
Washington at three separate hearings in the last 5 working days. 

Mr. RooNEY. I can appreciate that. 
Mr. METZ. AS director of our State's program, it has exceeded my 

ability to produce at this time. 
Mr. SMrra. That is hard to believe. 
Mr. RooNEY. I am looking for a brighter 1978. Thank you. 
Mr. METZ. Mr. Chairman, I think we should address the issue 

that has been raised by several that this whole matter can be put 
off until next year and is best put off until next year. The States 
really need some of the provisions this year, particularly those 
technicsil amendments that clean up the administration of the 
program, and that give us the authority for multiyear funding, 
because we are in the process of planning next year's programs 
already. If those provisions wait until next year to be acted on, then 
they can't be planned in until the following year, and delay costs us 
money, and it is costing us jobs at home in our local economies. 

Mr. RooNEY. Thank you very much, Mr. Metz. 
Our next witness will be Mr. Jack Curran, legislative director. 

Laborers International Union of North America, Washington, D.C. 
Mr. Curran, we welcome you to the committee. We appreciate 

very much if you would introduce your colleagues. 

STATEMENT OF JACK CURRAN, LEGISLATIVE DIRECTOR, LABOR- 
ERS INTERNATIONAL UNION OF NORTH AMERICA, ACCOMPA- 
NIED BY JAMES R SHEETS, RESEARCH DIRECTOR, LABORERS' 
INTERNATIONAL UNION; AND JOHN J. BROWN, LEGISLATIVE 
DIRECTOR, INTERNATIONAL UNION OF OPERATING ENGINEERS 

Mr. CURRAN. I have with me this afternoon, Mr. Jim Sheets, 
research director for the Laborers International Union; on my right 
is John Brown. 

Having gone through with the introduction, let me start with the 
second paragraph. 

We have submitted our statement, I hope, on time. 
On page 5, I would like to call attention to the reporter and those 

who have copies of the statement: Delete the last sentence starting 
with Certainly and ending with unions. 
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With that, I would like to proceed. 
Mr. RooNEY. Yoy may proceed in any manner in which you 

desire. 
Mr. CuRRAN. Thank you, sir. 
On behalf of our officers and members, I would like to thank all 

of you for the opportunity to appear today to discuss H.R. 9398 the 
State Rail Freight Assistance Act of 1977. 

Let me say at the outset that our unions support the passage of 
H.R. 9398 with the exception which I shall presently note. The 
rehabilitation of American railroads to the level of an effective, 
viable transportation system, is an objective to which our unions 
have long given wholehearted support. We believe sincerely that 
H.R. 9398 will significantly contribute to that objective. However, 
we come before you today to bring to your attention portions of this 
proposed legislation which we believe are detrimental not only to 
our unions and their members, but to the efficient achievement of 
the bills' objective. 

Our unions have for some time been concerned with the course of 
railroad legislation in this country. Our concern has been with 
provisions in the Railroad Reorganization Act of 1973 and the 
Railroad Rehabilitation and Regulatory Reform Act of 1976 that 
effectively excluded the possibility of members of the building 
trades doing any significant portion of the work being financed by 
the Federal Government. 

Mr. RooNEY. Do you mean to tell me you are not doing any work 
on the Northeast railroads in the Northeast Corridor at the present, 
your unions? 

Mr. CuRRAN. To the best of my knowledge, Mr. Chairman, we are 
not. 

Mr. BROWN, i can support that as far as the Operating Engineers, 
Mr. Chairman. We are doing absolutely no work. 

Mr. RooNEY. You may continue. 
Mr. CuRRAN. Having built up a substantial record and adequately 

proving our case in the past, it is discouraging to us therefore, to 
find in the terms of this bill further exclusionary language which 
will operate to the complete detriment of our members and may I 
say, of the railroads and the economy as a whole. 

Specifically, the objectionable language in ths legislation is 
contained in section 3(2) and 11(3XE) of the bill. Those sections go 
far beyond any reasonable protection for railroad employees. I 
heisten to point out that our unions have never objected to legisla- 
tive protection for the existing employees of the railroad or for 
those on furlough or layoff when federally-financed rehabilitation is 
begun. We do feel, however, that a positive requirement, legisla- 
tively enacted, that the railroads engage in new hiring to do this 
work is unduly restrictive on their freedom of action and their 
ability to contract out where such contracting is economically 
beneficial. That objectionable provision which has been characteris- 
tic of previous railroad legislation is contained in this bill. More 
important than that, however, and even more restrictive is the 
language proposed in this legislation which deals with the status of 
contractors and their employees when working on railroad rehabili- 
tation projects. It is useful, I think, to quote at this point the 
language of the proposed subsection: 
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"Should the State, carrier, designated operator, or other successor 
carrier lack a sufficient number of employees including employees 
on furlough and be unable to hire additional employees to perform 
the work required, it may subcontract that part of such work, 
consistently with such agreements, in which event the subcontrac- 
tor shall be deemed to be a carrier for purposes of this 
subparagraph and its employees, while so employed, shall be 
deemed to be railroad employees subject to such agreements cover- 
ing railroad employees of such class or craft and with all of the 
rights, privileges, duties, and obligations of such employees." 

Mr. RooNEY. Will you explain for the committee why you object 
to this? 

Mr. CuRRAN. Well, sir in the succeeding paragraphs we do that, 
and if I may be permitted, I will go on. 

Mr. RooNEY. If you would have complied with the committee 
regulations and had this in 48 hours in advance, I would not have 
asked that question. 

Mr. CuRRAN. We were late by 24 hours, Mr. Chairman. We did 
have our testimony over late yesterday afternoon and I apologize 
for not having it here sooner. 

Mr. RooNEY. You may proceed. 
Mr. CuRRAN. To a prospective contractor, this proposed legisla- 

tion creates problems beyond any which we think Congress is really 
willing to impose on a businessman. As a temporary carrier for 
example, a contractor would be presumptively under the jurisdic- 
tion of the Interstate Commerce Commission with respect to his 
internal business operations and reporting requiremente. Thus, he 
would, from the very outset, be subjected to entirely new and 
strange set of regulations and the possibility of having to revise his 
entire corporate structure for a single job with the railroads. His 
costs would be raised to the extent that legally required contribu- 
tions to the railway retirement fund and the railway unemploy- 
ment compensation fund are substantially higher than anything he 
would encounter under State programs. 

Finally, he would be introduced unwittingly into a labor relations 
setup with which he and his employees are entirely unfamiliar. 
Under these circumstances, it is difficult to conceive of a sensible 
businessman who, in full possession of the facts, would even bother 
to bid on railroad work. 

The act, as contemplated, sets up a deep and disturbing conflict 
with the National Labor Relations Act as it presently exists. Con- 
gress, in its wisdom, has long declared as a public policy of the 
United States that workers should be free to select the union of 
their choice. The vast apparatus and ceaseless activity of the 
National Labor Relations Board are established primarily to effec- 
tuate that policy. This proposed language on its face sets aside the 
congressional intent which governs labor relations throughout the 
rest of the economy. A contractor with only the most temporary 
relationship with the railroad industry is deemed to be a carrier, 
bringing him within the purview of the Railway Labor Act. 

As most railroad labor is covered by union shop agreements his 
employees shall be deemed to be railroad employees and required to 
join the railroad union covering the work under contract, in spite of 
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the fact that they may have no permanent possibility of employ- 
ment by the railroad and that they may, indeed be members of 
other unions and quite satisfied with the representation they are 
currently receiving. 

Leaving aside for the moment the question of employee rights, 
the proposed legislation visits severe economic damage on affected 
workers unless, by some wild chance, they are able to find perma- 
nent employment on the railroads. If they are, previous to employ- 
ment on a railroad job, members of building trades unions working 
in the construction industry they will temporarily, at least, lose 
coverage under their local health and welfare and pension plan. In 
some cases, this could result in permanent loss of pension coverage 
for which no replacement would be offered. 

Mr. RooNEY. Could you explain that or give an example. 
Mr. SHEETS. Yes, sir. If the job lasted long enough to take them 

out of coverage, out of participation in their building trades pension 
plan, and this period will vaiy. It can be as long as a year. 
According to one case that was just decided in the Supreme Court, 
it can be as short as a month. Most of our plans give some period of 
noncontribution time while they carry a man, but there is a 
terminal date. 

Mr. RooNEY. You may proceed, Mr. Curran. 
Mr. CURRAN. In addition to that, their employer would be making 

contributions at far higher than the usual rate to the railroad 
retirement and unemployment compensation funds interrupting 
their coverage under social security and State unemplo)Tnent com- 
pensation. Since most of these jobs would be relatively short term, 
they will lose such coverage without building corresponding qualifi- 
cations in the railroad programs. It is true, of course, that those 
that make less than a 3-year contribution to railroad retirement 
can transfer funds back to the social security program and thus, 
maintain their standing. Such employees will still suffer consider- 
able losses. An employer under social security contributes 5.85 
percent of the first $16,500 of salary for social security coverage 
compared to 15.35 percent of his total wage bill by a railroad or 
temporary carrier. Thus, in effect, employees of contractors under 
the terms of the legislation we are discussing will leave behind 
almost 10 percent of their gross pay to provide retirement benefits 
for others. 

Lest anyone think that I am overstating my case, I would like to 
point out that this legislation applies mainly to rail abandonments 
and subsidized rehabilitation and operation of uneconomic rail 
services. Such lines are by their very nature isolated from the 
mainstream of railroad operations. Employees who find work on 
such a job in or near their community will not be able to establish 
the kind of relationship or presence in a railroad headquarters 
location that will lead to permanent employment with the operat- 
ing company. Thus, while they may enjoy a brief period of employ- 
ment, in the end they will return to their local labor market to seek 
further work with none of the railroad benefits for which they will 
have made contributions. 

A potential further conflict is established by this language should 
the subcontractor be a construction employer already under agree- 
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ment to the building trades. Such an employer would have 
obligations on all of his work established by signed agreement with 
the laborers and other unions. His regular employees could not 
follow him into railroad work unless they were willing to pay dues 
to two unions or give up their status as members of building trades 
for the period fo time that they worked on the railroads. Even 
should they do that, the interruption in pension and health and 
welfare coverage cited above would still take place or the contractor 
could conceivably be forced to make dual contributions to two sets 
of plans. We strongly suspect, however, that it is the intention of 
those who proposed this language that union construction employ- 
ers will be carefully excluded from any opportunity to do railroad 
work. We believe that such an exclusion would be in direct violation 
of the antitrust laws and would unhesitatingly seek appropriate 
legal remedies under those laws. 

In recent years our unions have been vociferously protesting 
language in railroad legislation which has the effect of excluding 
contractors and contractor-employees from the massive amounts of 
work being financed by the Federal Government under the Rail 
Reorganization Act £md the Railroad Rehabilitation and Regulatory 
Reform Act. We believe that we have demonstrated beyond question 
that such language works a hardship on our members, their em- 
ployers and upon the tax pajdng public. The provisions in question 
here while they, at least, recognize the necessity for contracting out 
significant portions of this work represent to us the ultimate in 
exclusions. Forcing our members to join another union as a tempo- 
rary expedient in order to find desp)erately needed work, while 
bestowing none of the benefits of union membership on them, is not 
only an illegal but an immoral action. 

Contracting out the work financed by this and other railroad 
rehabilitation legislation makes good economic sense. Unemploy- 
ment, which is practically nonexistent among railroad workers is 
still a severe problem in the construction industry. Equipment to do 
the work, which railroad will have to purchase, is idle and available 
in contractors' yards. Most important of all, the skills of the 
construction industry are exactly those which will be used to 
rehabilitate American railroads. I am sure that it will come as no 
surprise to the members of this committee to know that most of the 
new and revised rail work in recent decades has been done by 
contractors and their employees. Rail relocations, industrial spur 
lines and even major rehabilitation projects of the operating com- 
panies have long been the province of construction workers rather 
than railroad employees. So, in considering this legislation, we urge 
you to consider that there is a trained, experienced work force with 
competent management supervision willing, and to a distressing 
extent, immediately available to do this work. 

It is the position of our unions that rehabilitation is not mainte- 
nance and is not within the exclusive jurisdiction of a maintenance 
labor organization. The great masses of employees necessary to 
bring our country's railroads up to modem standards cannot all 
expect to end up with permanent railroad employment. If they are 
torn from their traditional industry and union affiliation during the 
rehab process, we will, at the end of that process, find them again 
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unemployed and adrift on the economy. Such workers will, how- 
ever, be much worse off than they are now. Their short stint on the 
railroad will have interrupted their normal contacts with the con- 
struction industry, stripped them of accumulated benefits and rec- 
ompensed them with generally lower pay than their regular jobs. 
That result cannot be the intent of Congress. 

It is demonstrable that rail and facilities rehabilitation can be 
done more quickly, efficiently and cheaply if the resources of 
contractors and the construction work force are called in to 
suplement the efforts of the railroad. We submit that C!ongress 
should abandon these attempts to limit contracting in favor of an 
active policy of encouragement of the practice. 

Mr. Chairman, that concludes our remarks, and I want to again 
thank you for the opportunity for allowing us to appear before you 
today. 

Mr. RoONEY. Thank you, Mr. Curran. 
Mr. Curran, I only have one question, and perhaps you or your 

associates can answer it. 
Many of the maintenance of way employees of the railway 

unions, are out of work. Many of them are looking for work, and 
you are coming in here telling me that your union can do a better 
job, a quicker job, a more efficient job, at less cost, is that correct, 
and your union wants to preempt them. 

Mr. CURRAN. NO, sir, we do not want to preempt any of the work 
that the maintenance of way employees have done in the past in 
maintaining the railroads. What I am saying is that there is work 
that we have done in the past under contract for union contractors 
with sophisticated equipment that the maintenance of way employ- 
ees haven't handled before. If they have, it might have been out on 
loan and I am not too sure of that, but we are the ones who are 
being prohibited from participating om a Federal program to reha- 
bilitate the railroads, because this restrictive language, and the 
same thing occurred in previous legislation. 

Mr. RooNEY. How did that restrictive language get into the bill? 
Was there any compromise between labor and management? 

Mr. CURRAN. I don't know how that language got in, Mr. Chair- 
man, and indeed I was surprised this morning that Mr. Friedman, 
testifying for the United 'Transportation Union and the Railway 
Labor Executives' indeed supported that kind of language. Mr. 
Friewdman is a lawyer. Mr. Friedman is a person for whom I have 
the highest regard. I have been associated with him before. We have 
discussed the problem between the contracting unions and the 
maintenance of way employees, and we have not been able to 
resolve the jurisdictional problems, if you will, only because the 
maintenance of way employees have taken such a strong position in 
terms of this railroad work that our people should be doing and we 
say that we have done that work before, the Operating Engineers 
and the Laborers Union have worked for union contractors building 
the railroads, if you will, for the past 10 or 20 years. 

Mr. SHEETS. Thirty or more. 
Mr. CURRAN. Thirty or more years, and now we are being ex- 

cluded. It is the other way around. They are not being excluded. 
They are there. We are the ones who the sidelines saying "Hey, give 
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us a little bit of the work. We did it before. We have the equipment. 
We have more unemplojTnent than you do." 

Mr. BEOWN. In fact, Mr. Chairman, in your own home State of 
Pennsylvania, we have a case that I will gladly submit to the Chair 
on behalf of the operating engineers, where you have contractors 
with the right kind of equipment to do the job on the railroad. Yet 
we find nonunion contractors brought in from Georgia. 

Mr. RoONEY. Nothing wrong with Georgia. 
Mr. BROWN. Nothing wrong with Georgia but I thought, sir, you 

might have an interest in your own State. It all depends what side 
of the seat you are sitting on, Mr. Chairman. 

Mr. RooNEY. I am a graduate of the University of Georgia, so you 
hit the wrong State. 

Mr. CuRRAN. I don't know what the unemployment rate is among 
the maintenance of way employees. I am of the impression that it is 
almost nil at this point in time. I can tell you what the construction 
industry is though. It is between 12 and 14 percent. In some areas it 
is as high as 25 and 30 percent. 

Mr. SHEETS. Railroad unemployment for the past few months has 
been running at 1 percent or less total, if you assume that all of 
them were maintenance of way men. That still wouldn't be a very 
significant number of unemployed. 

Mr. RooNEY. Thank you very much, Mr. Curran, Mr. Sheets, Mr. 
Brown, for your testimony here this afternoon. 

Mr. CuRRAN. Thank you sir. 
Mr. RooNEY. Our next witness will be Mr. William H. Dempsey, 

president. Association of American Railroads, Washington D.C. 
You may proceed. 

STATEMENT OF WILLIAM H. DEMPSEY, PRESIDENT, ASSOCI- 
ATION OF AMERICAN RAILROADS, ACCOMPANIED BY ROBERT 
E. LOOMIS, ASSISTANT VICE PRESIDENT, LABOR RELATIONS. 
SOUTHERN RAILWAY SYSTEM; AND JOHN B. NORTON, LEGAL 
STAFF, ASSOCIATION OF AMERICAN RAILROADS 

Mr. DEMPSEY. Thank you, Mr. Chairman. 
I have a prepared statement which I would like to ask be 

admitted into the record. 
Mr. RooNEY. Without objection. 
Mr. DEMPSEY. I £m:i accompanied by Mr. Loomis, assistant vice 

president. Labor Relations, Southern Rfiilway System, and Mr. 
John Norton, of the association's legal staff. 

Mr. DEMPSEY. I will just try to touch the highlights of this rather 
lengthy statement, Mr. Chairman. There are a number of proposals 
in the various drafts that are the subject of this hearing. Many of 
them are complex. Some of them are quite controversisd. I cannot 
say that we have had an adequate opportunity to examine each and 
every one of them, but I will do the very best I can to give at least 
our tentative conclusions on some of them. 

I would like to begin with the labor protection provisions. As to 
that subject, I will have more than just a few words to say. I also 
think it fair to say that even if we had more time, all that I think 
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would happen would be that we would find more objections to raise 
than I have included in this litany in my statement. 

The labor protection provisions—I may say there has been some 
confusion here and I would like to get to it a little bit later in terms 
of what Mr. Friedman said and in respect to what your questions 
were of the State witnesses. That confusion arises because there are 
two different drafts. 

Mr. RooNEY. Let me say, Mr. Dempsey, you are one of the very 
important witnesses before this comimttee today, and don't try to 
hurry your testimony because we want everything on the record 
and we want to go through this very carefully. 

Mr. DEMPSEY. Thank you very much, Mr. Chairman. I appreciate 
that. 

The versions as they relate to subcontracting are not different. 
The versions as they relate to the imposition of the prior collective 
bargaining provisions are different, and I will get to that a little bit 
later. 

I would like to begin with the subcontracting provisions, so that 
there can be some kind of connection between my testimony and 
that of Mr. Curran. 

The provision on subcontracting we find objectionable for a vari- 
ety of reasons. One is that it simply cannot work. The second is that 
if it could work, it would make subcontracting virtually impossible 
in circumstances in which subcontracting would have to be done in 
order to get the work done and in order, indeed, to operate the 
branch line. 

First let me indicate why it cannot work. It cannot work because 
there really is not any rational way to apply the provision. Let me 
take an example of a subcontractor who has a clerk working in his 
office. Now that clerk is working part of the time on railroad work, 
part of the time on other work, and part of the time on, let's say, 
overhead work. 

Now I just cannot imagine any way in which it could be decided 
what part of that time that clerk was supposed to be a railroad 
employee under the provisions of this act, and part of the time the 
clerk was supposed to be an employee of the subcontractor, subject 
to some other kind of collective bargaining agreement, presumably. 
That would be so with respect to supervisors and the shop mechan- 
ics of subcontractors, and I would like to point out at this time that 
the subcontracting provision, so far as I can tell in any draft that is 
here, does apply to every kind of work. It does not apply just to 
maintenance work. 

What it does apply to is all work in connection with the operation 
of services on such line and the maintenance, repair and rehabilita- 
tion of the track, all work in connection with the operation of 
services on such line. The language is about as sweeping as I can 
imagine. It surely includes the operation of the trains, and appar- 
ently it includes all repair work on the locomotives and on the cars, 
all clerical work, anything that has to do with the operation of the 
branch line. 

We have shop mechanics of a subcontractor working, in normal 
course, part of the time on railroad cars, part of the time on other 
kinds of equipment; again you would have this terrible problem of 
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trying to allocate their time, and trying to decide which retirement 
system they are being taxed under, which unemplojnment and 
sickness program they are under. Are they under the Railway 
Employment Insurance Act or under State plans of sickness com- 
pensation and unemployment compensation? 

What are their wages? Do they fall under the railway contract for 
15 minutes of the hour, and for 45 minutes of the hour under some 
other contract? Who represents them for degree advances under the 
collective bargaining agreements? Is it the railway union or is it the 
other union that represents them? 

If they injure themselves, are they under the State Workmen's 
Compensation Act, or are they subject to the Federal Employees 
Liability Act, and so on through this broad range of issues that 
arises when you try to take an employee and cut him, in effect, into 
two pieces. 

The employer now, the subcontractor, really from his perspective, 
and I believe you will be hearing, if I am not mistaken, from a 
subcontractor, from his perspective this would be a thoroughly 
undesirable situation. Obviously the emplpyee problems that I have 
adverted to would also be those of the employer. 

He would have to figure out what in the world he was supposed to 
be doing under this system but, in addition to that, he would be 
obliged to pay railroad retirement taxes to begin with. Railroad 
retirement taxes are a lot higher than social security taxes. They 
run to about 17 percent of taxable payroll as compared with the 
5.85 percent that that employer would otherwise pay to social 
security. 

As the Chairman knows, that is because railroad retirement 
taxes pay not only for so-called tier I benefits, which are social 
security-equivalent benefits, but also for tier II benefits, which 
would be the equivalent of a private pension plan for any other 
employer in the country. So what we would have here then would 
be this heavy tax levied on the subcontractor, and at the same time 
he would have to fund his own private pension plan. 

I do not think he would have to pay social security taxes in 
addition, although I am not an expert on that, but I doubt that he 
would. But he would have to pay double taxes in effect, one for 
funding the railroad retirement tier II program, and the other for 
funding his own retirement program, and its employees, as Mr. 
Curran indicated, would get no benefit out of this whatever. In 
order to qualify for railroad retirement benefits, the employees 
would have to serve as railroad employees for 10 years. 

Then the employer would have to pay Railroad Unemplo3mient 
Insurance Act taxes. Whether he would also have to make contribu- 
tions to the State sickness and unemployment benefit system I am 
just not in a position to say, but that is another complication of the 
bill. That, I assume, depends on State law. 

These kinds of burdens and these kinds of problems would make 
it most unlikely, it seems to us, that subcontractors would be 
interested in the kind of work that we often need subcontractors 
for. 

Beyond that, I would make two more points with respect to 
railroad retirement. 
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In the first place, the tier II part of railroad retirement, the part 
on top of the social security equivalent, is supposed to be a subject 
of collective bargaining; that is to say, there is supposed to be 
collective bargaining on any changes in that program before the 
matter comes to this Congress or to this committee. 

The Interstate and Foreign Commerce Committee said as much in 
1974 when the whole act was restructured. I am going to quote from 
the committee report here. The committee said that tier II consti- 
tutes, and I am quoting on page 5 of my statement: 

"in essence, a company pension program," even though "adminis- 
tered for historical reasons, by the Federal Government', Therefore 
the committee said, future changes "will arise out of collective 
bargaining between the carriers and the unions." 

Indeed, in point of fact, railroad retirement is at this very 
moment the subject of collective bargaining in the railroad industry 
between management and the unions, and so I suggest that the 
action, emy action by the Congress, in this area ought to be deferred 
pending the outcome of those negotiations at the very least. 

I would make one further comment. It is not perhaps one that is 
within our purview to say very much about, but I think I should 
note for the benefit of the committee that what is proposed here 
would be changes in the railroad retirement tax system, not the 
railroad retirement system, and the railroad retirement taix system 
is within the jurisdiction not of this committee, but rather of the 
Ways and Means Committee. 

Mr. RooNEY. And they can have it. 
Mr. DEMPSEY. I may say that they have somewhat the same 

attitude. 
Now the other matter that seems to us to be most dubious indeed, 

and which would make it very difficult for us to get subcontractors 
to do railroad work, is the provision that Mr. Curran spent a great 
deal of time on, and that is the fact that the subcontractor's 
employees would be, by being made subject to existing collective 
bargaining agreements, made subject to the existing union shop 
provisions in those agreements, and therefore would have to become 
members of the railroad union. 

This is bad enough, I should think, with respect to nonrailroad 
employees who are not represented by any other organization, such 
as Mr. Curran's, because that might very well include employees 
who have affirmatively expressed the desire not to be represented 
by any organization, but when you get to employees who are 
currently represented by other labor organizations, it seems to us to 
pose just about an insuperable problem. 

Let me give you an example. What you would have here would be 
two collective bargaining agreements which would specify different 
methods of compensation, different kinds of work rules. 

Let me consider once again our shop craft unions. 
In the railroad industry we have craft line demarcations, which 

have been relaxed in certain circumstances but that, by and large, 
are quite rigid. They are much, much more rigid than in most other 
industries, and so we are not able to have what is referred to as a 
composite mechanic, that is, a mechanic that can do the work of 
different crafts. 

21-684 0-78-20 
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In some industries, at least, where there are composite mechan- 
ics, because of the added efficiency therefore of the shop forces, 
those mechanics receive somewhat higher wage levels than in other 
circumstances. Well, now, let us say that we had a situation in 
which we are in a subcontractor's shop that is under collective 
bargaining agreement, where there are composite mechanics. Now 
what happens? 

His employees, when they work on railroad work, presumably 
would have to be broken up into the railroad craft lines, and could 
not cross those lines. I do not even know how that could be done as 
a practical matter in a shop that is organized to do the work on 
quite a different basis. If it could be done, I wonder what the 
employees would think of it, because then they would be paid the 
noncomposite mechanic rates, which in many cases—sometimes 
they may be higher than other cases, but in this case it would be 
lower. It is this kind of mixing of oil and water that, it seems to me, 
this kind of provision results in inevitably. 

I noted FELA. Railroad workers are different than other workers 
in this country. Personal injuries that occur to railroad employees 
in the course of their employment are not governed by State 
Workmen's Ckimpensation plans. They are governed by the Federal 
Employees Liability Act, which is a fault kind of liability, so to 
speak, although from our perspective it comes pretty close to 
absolute liability. The awards the amounts of recovery are set by 
juries. Generally employers r^ard it as a burdensome kind of 
system to be under as compared with Workmen's Compensation 
plans. 

I am very doubtful that employers would want to subject them- 
selves to this brand new and, as I say, burdensome method of 
liability for personal injuries. Again, there would be that problem 
as to which kind of system would apply in the case of an employee 
who part of the time was doing railroad work and part of the time 
was doing some other kind of work. Indeed it seems to me that from 
an employee's point of view this is a risky business when you have 
to pursue the situation where the answer is not altt^ether clear. 

Let me turn now to the restrictions on subcontracting. Those 
matters I have just been talking about are the things that happen 
when you can subcontract, that is, the subcontractor becomes a 
carrier for purposes of all relevant legislation, and the employees 
become raulroad employees for the purposes of all relevant l^sla- 
tion. But now let me turn to the question of when a carrier could 
subcontract under the restrictions of any of these drafts. 

These bills would, as a practical matter, pretty much cut out 
subcontracting, I think not only for the reasons that I have just 
indicated in terms of the onerous conditions that they would impose 
upon subcontractors and their employees, but also because of the 
standards that are set forth here as to when subcontracting can 
take place. 

We have collective bargaining agreements in the railroad indus- 
try specifying when one can subcontract. For example, with respect 
to our shop craft unions, and I will just put this in general terms, 
we can subcontract when there is a significant cost advantage to 
subcontracting. We can subcontract if we do not have enough 
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employees. We can subcontract where we do not have the necessary 
facilities. We can subcontract when we do not have the necessary 
plant, the shop or whatever, and we can subcontract if it is 
necessary in order to meet an important time schedule. 

These provisions have been hammered out over the years in, I 
may say, tough collective bargaining, because, as I am sure the 
chairman is aware, subcontracting is a very sensitive issue. 

Under all of those conditions for permitting subcontracting, only 
one would remain and that only in part under these provisions, and 
that would be if we did not have enough employees, but it would not 
even remain in full, because in order to qualify for not having 
enough employees we would have to show that we could not even 
hire enough employees in the labor market. 

Now I would say several things about that. 
In the first place, what would happen would be that the Congress 

would be intruding in a very, very substantial way on a subject that 
has traditionally been a matter for collective bargaining. I would 
say, in addition to that, it would depart from the principles respect- 
ing subcontracting that the Congrses established just last year in 
the 4R act. 

This question of subcontracting was debated between manage- 
ment and labor last year at length, for months, and indeed it was 
the last issue to be resolved between labor and management. The 
way it was resolved was that finally the unions agreed that subcon- 
tracting with respect to projects that are financed under the 4R act 
would be governed by the collective bargaining agreements then in 
effect, that is at the time of the subcontracting, on any railroad in 
the country. 

We suggest that that is precedence that ought to be followed by 
the Congress, and not this sweeping away of these collective bar- 
gaining agreements that have been forged over the last many, many 
years of collective bargaining. 

I add, although I suppose in a way it is not something that we 
have any particular stake in, but I add that it does seem to me to be 
incongruous that much greater restrictions would be imposed upon 
these new operators with respect to subcontracting than the unions 
have agreed would apply to the railroads, the railroads who presum- 
ably are better able to live with restrictions on subcontracting than 
at least some of these new short-line operators. 

Let me say beyond all that, because of this construction of the 
ability to suDcontract, you just could not operate a branch line, I 
mean quite literally. Since it would apply to repair of locomotives 
and repair of cars, I do not really see how any short-line operation 
could begin to operate. They would have to build the heavy repair 
shop, because the absence of facilities and plant is not an excuse for 
subcontacting under this provision as it is under our collective 
bargaining agreement. The railroads would find it exceedingly diffi- 
cult to operate branch lines under these provisions. 

For example, we subcontract when we have a serious wreck. We 
are likely to do some subcontracting. This I happen to be familiar 
with because it was a subject of a good deal of debate and discussion 
in our last round of negotiations by virtue of the attempts by the 
firemen's organization to restrict the subcontracting of wreck work. 
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The matter was carried to the Presidential Emergency Board, 
which recommended against constricting the railroads' right, except 
in some marginal way, because of the fact that the railroads simply 
do not have the equipment to handle some of these wrecks. The 
reason of course is that the equipment is terribly expensive, and 
you do not have, fortunately, wrecks every day, and you do not have 
them in the same place, so there is an operation called Hulcher, 
and I am sure it is the biggest though I am not sure it is the only 
one that is nationwide, west of the Rockies, that does a good deal of 
this work. 

If they would use our employees that would be fine, but they will 
not use our employees to operate the heavy equipment. Understand- 
ably they want to use their own employees for that. 

If had a wreck on a branch line and we could not clear it, it would 
be abandonment de facto. The only way you could get that branch 
line open would be by special resolution of the Congress to repeal 
this provision in the act. 

I want to say in addition, this is not in my statement but it did 
occur to me last night, this is a hazardous business. We transport 
large quemtities of hazardous materials. Our safety record I think is 
good, but of course you know that from time to time we do have 
derailments of shipments of hazardous materials, with some very 
disastrous consequences occasionally, and we work extremely hard 
to try to avert that sort of thing. 

Now we use Hulcher and other specialized outside contractors 
when we have wrecks of this sort, because they have the equipment 
to deal with this kind of a terribly dangerous situation. 

Under this provision, should we have that kind of a derailment, 
involving lading from a hazardous materials factory, plant or con- 
signee on one of these branch lines, we could not turn to an expert 
to take care of that problem. All that we could do would be to make 
sure that the city was evacuated as soon as possible and stand 
around and look at it, I guess. 

Now let me turn if I may, Mr. Chairman, to this question that has 
been discussed about the imposition of collective bargaining agree- 
mepts upon the operators of these subsidized branch lines. 

Mr. RoONEY. Before you continue, Mr. Dempsey, there is a vote 
on final passage, so that will give us at least an hour after this vote. 
I will return in 10 minutes. 

[Brief recess.] 
Mr. RooNEY. You may proceed, Mr. Dempsey. 
Mr. DEMPSEY. Thank you, Mr. Chairman. I was about to turn to 

the parts of the proposals that would impose prior collective bar- 
gaining agreements upon the operators of subsidized branch lines 
and was about to try to see if I could unravel the problem that 4 was 
having with respect to Mr. Friedman's testimony and the testimony 
of some others, and I guess it is fairly clear that what has happened 
here is that different people have been looking at different versions 
of this bill. 

Mr. Friedman testified that the bill would not, in effect, be 
retroactive, if I understood him correctly; that is to say, it would 
impose collective bargaining agreements only on those which are in 
existence on the effective date of the act, so that for an existing 
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short-line operation, he was saying, where there is no collective 
bargaining agreement on the effective date of the act, nothing 
would happen. 

But, of course, future short-line operations taking over a short 
line from an existing railroad would have the collective bargaining 
agreement of the railroad imposed on them. Or if a railroad takes 
over operation of another railroad, it would have to take over that 
other collective bargaining agreement instead of its own. 

What Mr. Friedman says, it seems to me, is true, if one looks at 
H.R. 9398. I think it was perhaps understandable that many were 
looking at the so-called Walnut draft, because that was subsequent 
to H.R. 9398. H.R. 9398 was introduced in September, and the 
Walnut draft was not available until October. Walnut provides that 
the new operator must agree to continue and maintain the 
collective bargaining agreement's employment and working condi- 
tions in effect on such line prior to the effective date of the final 
system plan pursuant to the provisions of the Rail Reorganization 
Act of 1973. 

So under the Walnut draft, there would be, in effect, no grandfa- 
ther; that is, existing short-line operations would have to assume 
the collective bargaining agreements of the railroads that were in 
effect as of the date of the final system plan. 

Mr. RooNEY. May I ask, why are you so concerned about short- 
line operations? 

Mr. DEMPSEY. AS to this particular provision, I was trying to clear 
it up for my purposes as much as anything else, because my draft 
does speak to the Walnut draft. We are concerned about short lines 
for a couple of reasons. One is that we will conduct some ourselves, 
and so if we must take over the collective bargaining agreement of 
another railroad, we have real problems. Let's assume  

Mr. RooNEY. If one railroad can't service an area because of the 
problems, why would another railroad want to come in and take 
over that cancer? 

Mr. DEMPSEY. TWO railroads may be serving, and I think I may 
want to defer to Mr. Loomis for this, but two railroads may be 
serving the same community. It may be a situation in which one 
should be serving it, but there may be some industry that can't be 
hooked up to the operation of that single railroad. All he has to do 
is take over a relatively short spur of the railroad, and it can 
abandon service to that community. That doesn't mean an unprofit- 
able operation for the remaining railroad. It may be of course. But 
if he takes over part of the lines of the abandoning road, this 
provision then comes into play and therefore he is bound, then, to 
apply the collective bargaining agreement of the other railroad with 
respect to all the employment in serving that 5- or 10-mile stretch. 
That, I suggest, is thoroughly undesirable from our standpoint. 

Mr. RooNEY. How far do various railroad labor agreements vary? 
Mr. DEMPSEY. Very considerably. I think it is fair to say that most 

of the industry would agree that the work rules provisions of the 
Penn Central were very much more restrictive than, let us say, the 
Southern, and you have heard testimony, and Mr. Loomis will 
verify, that that was the reason the Southern was unwilling in the 
end to operate Delmarva, because unions wouldn't operate under 
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the Southern agreement, but insisted on the old Penn Central 
agreement. It makes a good deal of difference. 

For example, it can become impossible to put in a modem signal 
control system if you have a labor agreement that requires you to 
have block operators every 20 miles, and somehow you have to get 
rid of that obligation. That is one reason we are interested in it. We 
don't want to have our operations truncated with part of them 
under the collective bargaining agreement of some other railroad. It 
is inefficient because, presumably, you would have to have a crew 
dedicated to that service and not operating on the rest of the 
railroad or else have that crew operating under two collective 
bargaining agreements, which is really—from a personnel point of 
view and I think any objective observer would say—you shouldn't 
have your operators working under disparate agreements. 

There is another reason, and that is that it isn't just that we 
would be obliged to operate under the collective bargaining agree- 
ment of another railroad, but this provision also requires that the 
new operator maintain employment. I don't know exactly what that 
means, but to me it looks like a job freeze. If it is, and I can't 
imagine what else it would mean, really, what we have is a very 
sharp departure from the kind of protection that the Congress has 
traditionally required in these kinds of situations. 

I may say it is a departure in several respects. In the first place, 
it seems to impose the burden of protecting employees upon the new 
railroad that comes on to the scene rather than upon the abandon- 
ing railroad, which is the traditional method of providing 
protection. 

Besides that, what it looks like is a full attrition kind of protec- 
tion, and that is the kind of protection that the Congress has 
imposed only in the 3R act with respect to ConRail, and there, I 
suggest, only because the Penn Central had already agreed to that 
kind of protection in order to have its merger consummated. 

I think it is pretty clear that the Congress intended that it be 
restricted to that kind of situation because in the 4R act last year, it 
declined to provide for full attrition protection or anything like it. It 
provides for the traditional kind of compensation guarantees for a 
specified period of time. That is what we have for abandonment 
cases. We have compensation guarantees for existing employees and 
for those adversely affected for a specific period of years. 

Incidentally, if I understood Mr. Friedman correctly, he said in 
his view there was no protection for existing employees in this kind 
of abandonment situation. That is certainly not my understanding, 
and I am subject to correction when I look at the law, but there is, 
of course, prescribed protection for employees adversely affected by 
abandonment, and both Mr. Loomis and I and Mr. Norton are of the 
view that those standard protection provisions apply in this kind of 
situation. But whether or not they do, this employment freeze 
would apparently cut across that and require either maintenance of 
the same level of employment, or permanent retention of the 
preexisting employees in some fashion, or something else that we 
are not very clear about. But it obviously means something, and 
whatever it is, we don't think we like it. 

I would say there is something else at stake here from our point 
of view, and I want to be careful when I talk about this, because we 
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are at the moment in negotiations with the labor organizations 
about work rules. 

I should say, also, about the differences between the two drafts, 
while H.R. 9398 is not retroactive in the sense that we have been 
using that term, it does, as opposed to the Walnut draft, provide for 
compulsory unionization. The Walnut draft is unusual, to say the 
least, because what the Walnut draft does is to impose the old 
collective bargaining agreements upon the employers in circum- 
stances where the employees might not be bargaining collectively. 
They may be unorganized, and I understand some of these branch- 
line operations are, and I don't know what it means to impose a 
collective bargaining agreement in circumstances where the em- 
ployees are not collectively bargaining. 

H.R. 9398 takes care of that, in a way that the Congress will have 
to decide whether it is in the public policy or not, by requiring that 
the new operator make and maintain agreements with a duly 
designated representative of the classes and craft of employees 
covered by collective bargaining agreements in effect on such line 
prior to the effective date of the final system plan. 

What that does, then, is to do what Mr. Curran said; it provides 
for compulsory unionization of these employees, and, as I say, that 
is a matter that we have no stake in, but I point out there is that 
difference between the two drafts. 

In any case, we do have a stake in the general subject, it seems to 
me. What we have here is, in substance, compulsory arbitration; 
that is to say, there would be no reason for the provision if all of the 
parties were willing to accept the provisions of the old railroad 
collective bargaining agreement. So we have the Congress thrusting 
upon an unwilling party all of the provisions of a contract. 

I am not about to say that there is no circumstance in which that 
is required by public policy. I do feel, however, that the Congress 
has always been very circumspect about that, and a compelling 
need should be shown for it, and it is surprising to find some unions 
proposing compulsory arbitration. It may be because in this particu- 
lar instance they know what the result of the arbitration would be; 
that is to say, it would be the imposition of the prior collective 
bargaining agreements. 

Beyond that, I am concerned about the terms of the agreements, 
and this is of interest to us because we are right now attempting to 
change the terms of those agreements. Enough has been said about 
the character of our existing work rules here already, and, as I say, 
I want to be cautious about how I approach the problem because I 
do not want to embarrass the ongoing negotiations, but I am obliged 
to say something about it because these hearings are being held, 
and because this legislation is legislation that we oppose. 

So let me simply say, and I don't suggest this is the design of this 
legislation or the aim of it, but one effect of it would be to put the 
imprimatur of the Congress on our existing workers. It has been 
suggested by Mr. Friedman that this is the only way to ensure that 
the employees of these short-line railroads would not be operating 
under substandard rules and wages. 

To me, I am frank to say the notion that anything less than 
railroad wages and work rules is substandard, is just frivolous. Our 
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wages are high, as industry wages go. Our work rules, and here is 
where I want to be circumspect, let me say, and this is a matter of 
public record, that the railroads have repeatedly taken the position 
that our work rules substauitially impair productivity, and let me 
say that the work rules in question  

Mr. RooNEY. Who involved themselves in the work rules? Were 
they imposed upon you by the Federal Government? Aren't they 
agreements between management and labor that you sat down and 
worked out? 

Mr. DEMPSEY. Right. 
Mr. RooNEY. Why do you say they are bad? 
Mr. DEMPSEY. I am obliged to say some things in response to the 

question, Mr. Chairman. Let me take one of them, the basis of 
compensation for operating employees. That was agreed to. When 
you say imposed, it may have been imposed. I don't remember now 
whether it was agreed to by the Director of General Railroads in 
World War I or agreed to by the railroads shortly before World War 
I. In any case, it dates back to the turn of the century. 

We pay our employees a day's pay for running 100 miles. Now in 
1912, it took 10 to 12 hours to run 100 miles. There was nothing 
wrong with the rule at that time. The railroads didn't have control 
over the employees in the field, and it was an incentive to the 
employees to get the train across the road. There was nothing 
wrong with it at the inception, but technology has overtaken it; so 
now we have employees, particularly in the West, that operate 300, 
400 miles in less than 8 hours, but are paid 3 to 4 days  pay now. 

We have not been able to get that provision changed in collective 
bargaining. You may say, well, why haven't we? All I can say, in 
response to that, is that we haven't been able to. In 1959, the 
railroads opened a broad-scale campaign with respect to work rules. 
That led to compulsory arbitration prescribed by this Ckjngress in 
1964 with respect to the firemen question and the number of 
brakemen on the crew in question. There was a period of great 
hostility between labor and management during that whole decade 
of the 1960's. In the end, the firemen issue was settled to our 
satisfaction and to the union satisfaction in 1972. 

I may say one reason the issue was settled is because the 
firemen's union merged into the transportation union. Those kinds 
of things do have a bearing on the settlements. 

We did secure some significant work rules relief in 1971, prior to 
settlement of the firemen dispute, and some relaxation of the yard 
demarcation. That came after an 18-day strike, but nevertheless 
there were some substantial inroads made on the work rules. 

We bypassed an opportunity to try again to change work rules for 
a variety of reasons which I would rather not go into, but which 
seemed to us to be sound at the time, and still seem, in retrospect, 
to be sound. 

What I am saying, in response to your question, is the work rules 
were agreed to originally, and with respect to most of them there 
was nothing wrong with them originally. They were designed to 
deal with the times. But they were overtaken by technology, and 
the basis of pay has been overtaken by a variety of things which 
increase the speed of the train. The industry has been working since 
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1959 to change these rules so that service can be improved and 
productivity can be enhanced. 

We have had some measure of success, and I am hopeful that in 
the future we will continue to have that success. But what I am 
saying now is that in our view much remains to be done, and I 
would respectfully request the Congress not to take an action that 
would embarrass or impair these negotiations by, in effect, saying 
the existing work rules in the railroad system are just the thing. 

That is my answer to it. 
Mr. RooNEY. Thank you. 
Mr. DEMPSEY. I think that so far as the labor protection provi- 

sions are concerned, that would conclude what I have to say. 
I would like to turn to Mr. Loomis now because the few remain- 

ing remarks I have do not bear on labor protection, and Mr. Loomis 
does have something to say about that. 

[Mr. Dempsey's prepared statement follows:] 



308 

STATEMENT OF 

WILLIAM H. DEMPSEY 
PRESIDENT AND CHIEF EXECUTIVE OFFICER 

ASSOCIATION OF AMERICAN RAILROADS 

ON 

H.R. 9398, 
THE STATE RAIL FREIGHT ASSISTANCE ACT 07 1977, 

AND RELATED BILLS 

BEFORE THE 
SUBCOMMITTEE ON TRANSPORTATION AND COMMERCE 

OF THE 
HOUSE COHMITTEE ON INTERSTATE AND FOREIGN COMMERCE 

October 19, 1977 

My name Is William H. Dempsey. I an President and Chief Executive 

Officer of the Association of American Railroads (AAR), with headquarters In 

Washington, D. C. The railroads which are members of this Association oper- 

ate 96 percent of the trackage, employ 94 percent of the workers, and produce 

97 percent of the freight revenues of all railroads in the United States. 

These hearings have been called to give Interested persons an op- 

portunity to testify on any and all proposals, many of which appear in 

H.R. 9398 and a later draft of H.R. 9398, now being considered which relate 

to amendments to a number of acts including the Interstate Conmerce Act, the 

Department of Transportation Act, the Rail Passenger Service Act, the Regional 

Rail Reorganization Act of 1973 (3-R Act), and the Railroad Revitalizatlon and 

Regulatory Reform Act of 1976 (4-R Act). 

I will center my testimony on a few of the numerous proposals which 

are of special Interest to the railroad Industry contained In H.R. 9398, the 

State Rail Freight Assistance Act of 1977, introduced on September 30, 1977} 

a Senate Staff Working Draft of S. 1793, dated October 8, 1977; and an 
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unnumbered Co^^ctee Print of a House Staff Dlscuaslon Draft (Ualnut), dated 

October 3, 1977. 

A nuaber of proposals are found In these three pieces of legislation 

which the railroad Industry simply has not had an adequate opportunity to con- 

sider. Those sections of H.R. 9398 and the House and Senate Drafts dealing 

with "corrective action" program, especially, are complex and require addi- 

tional study. But, to the extent the Industry has been able to revlev these 

and other proposals, oy testimony will reflect the Industry's preliminary 

thoughts, at least, on this legislation. X should state here that the rail- 

roads are more than willing to contribute their suggestions and recoaienda- 

tlons, and to give deeper study to the Issues raised In all three pieces of 

legislation, given an adequate opportunity to do so. Raving said that, I will 

now proceed to coment on the specific proposals which are the subject of to- 

day's hearing. 

A.  LABOR PROTECTION 

We urge the Subcovlttee to reject the labor protection provisions 

In H.K. 9398. 

The bill would provide federal financial assistance for the reha- 

bilitation and operation of lines of railroad that otherwise might be aban- 

doned. However, to receive such assistance the operator of the railroad would 

be required to agree to certain conditions relating to labor. There are 

basically three such conditions In the draft bill: 

1. The operator would have to agree to rehabilitate and operate 

the line under the terms of collective bargaining agreements in effect on the 

line and to continue and maintain "employment" on the line. 

2. The operator would have to agree not to subcontract work in 

connection with the operation and rehabilitation of the line unless (a)  all 
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eoployees Including furloughed employees presently perfomlng such work ar« 

unable to perform the work, and (b) efforts to hire additional employees are 

unsuccessful. 

3. Uhere work Is subcontracted, the siibcontrsctor is deened to be 

s carrier and the subcontractor's employees are deemed to be railroad employees 

subject to existing railway labor contracts, "with all of the rights, privi- 

leges, duties, and obligations of such employees." 

To help the Committee understand the significance of these provisions, 

I shall describe in fairly concrete terms juat what they will require, starting 

first with the third condition 1 have just listed. 

I. Deeming subcontractors to be railroads and their employees to be 
railroad employees. 

A careful analysis Is needed of the effects of the provision — a 

provision that has no precedent in previous legislation — that subcontractors 

shall be deemed to be carriers and their employees, "while so employed, shall 

be deemed to be railroad employees" subject to railway labor agreements in ef- 

fect on such lines "and with all of the rights, privileges, duties, and obli- 

gations of such employees." Let me outline a few effects of that language, 

1.  In the first place, there is no rational way to apply the pro- 

vision. Take, for example, the case of a clerk who works in the office of a 

subcontractor that has both railroad and nonrallroad contracts. Work one 

minute may relate to the railroad subcontract, work at another time may re- 

late to nonrallroad contracts, and work at yet another time may not relate to 

either exclusively but Instead may deal with matters that are properly over- 

head. The same is true with supervisors and shop mechanics. It may not be 

possible to determine when they are working on the railroad subcontract and 

when they are not. Yet that determination would have to be made to determine 

at any given moment whether the employee's work is subject to the railroad 
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Tetlrement ayscea or not; whether it Is subject to the railroad unemployment 

and sickness insurance systems or not; whether it is governed by a railway 

labor contract or by a non-railway labor contract; whether the employee is 

represented for purposes of grievances and collective bargaining by railway 

labor officials or by non-railway labor organizations; whether the employee 

is subject to workmen's compensation or instead to FELA; and so on ad infinitum. 

And what of health and welfare programs? They are enormously expensive. Would 

contributions have to be made to two plans?  Which set of benefits would 

govern? The scheme is simply unworkable. 

2. Moreover, ev«n if we aastme that employees' work can rationally 

be separated in this fashion, other serious problems remain. Thus, the pro- 

vision would require the subcontractor to pay railroad retirement taxes for 

his employees while they are employed on the subcontracted work. That includes 

both the basic "Tier I" taxes, which are equal to social security taxes, snd 

also "Tier 11" taxes, which fund a supplemental pension plan for railroad em- 

ployees. There are several remarkable features to this requirement: 

a. In all likelihood, the Tier XI payments to railroad retlre- 

•ent would never provide any benefits for the subcontractor's own employees. 

Those employees must have ten years of covered railroad service to quality for 

railroad retirement benefits, AS U.S.C. i231a(a)(l), and would be credited with 

railroad service only while employed on the railroad subcontract. Thus, the 

subcontractor would be required to fund a pension plan not for his own em- 

ployees, but for other employees, in addition to whatever plan he provides for 

his own employees.  That is an added cost to be paid for as part of the cost 

of the subcontract, and would Increase the amount of the federal financial as- 

sistance required for the project. 

b. Beyond that, the funding of Tier II railroad retirement 
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benefits 1« a Batter for collective bargaining, not for action by Congress at 

the unilateral retjuest of one party. 

1. This CoMilttee took that very position In 1974 «hen the 

railroad retlrenent systen uaa restructured.  It stated that Tier II — the 

payments In excess of anounts equivalent to social security taxes — consti- 

tutes, "In essence, a conpany pension program," even though "administered, 

for historical reasons, by the Federal Government." Therefore, the Committee 

ssld, future changes "will arise out of collective bargaining between the car- 

riers and the unions." H. Kept. No. 93-1345, 93d Cong., 2d Sees. (1974), at 

16-17; sccord, S. Kept. No. 93-1163, 93d Cong., 2d Seas. (1974), at 16-17. 

11. Moreover, railroad retirement is one of the subjects of 

the national negotiations currently In progress between the railroads and the 

unions representing their employees.  There is no justification for Congreas 

to make unprecedented changes in the railroad retirement system that would have 

a substantial impact on railroad labor negotlationa when the parties are cur- 

rently engaged in negotiations with respect to that very subject. 

c. Finally, the bill would alter the structure of the Railroad 

Retlrenent Tax Act by adding employment not currently subject to that act to 

the coverage of the act and thereby removing that employment from coverage 

under the social security tax acts. Changes in the Railroad Retirement Tax 

Act arc not even within the jurisdiction of this Coomittea. 

3. The provision treating subcontractors' employees as railroad 

employees would slso require subcontractors to make contributions under the 

Railroad Unemployment Insurance Act with respect to work on railroad subcon- 

tracts.  The Railroad Unemployment Insurance Act funds unemployment and sick- 

ness benefits for railroad employees.  However, as with railroad retirement 

contributions, this feature of the bill would fund benefits, not for the 
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subcontractor's own employees, but Instead for railroad employees. This 

would mesn cither that benefits for the subcontractor's own employees would 

not be funded with respact to work on the railroad subcontract, or that the 

subcontractor would have to fund two systems of unenployaent and sickness 

Insurance — at an added cost to the contracting operator and ultlnately to 

the taxpayers who psy the subsidies. 

4. Railroad Induatry collective bargaining agreements slnost uni- 

versally contain union ahop or maintenance of membership provisions under 

Section 2 Eleventh of the Railway Labor Act (AS D.S.C. 1152 Eleventh). There- 

fore, the provision that the aubcontractor's employees will be "subject to" 

existing railway labor agreemente would require those employees to join a 

railway labor union and to pay Initiation fees and dues to that union. That 

would be true regardleas of the employees' regular union membership snd rep- 

resentstlon. Forcing the employees to join and pay duea to more than one 

union la unfslr to the employees, and If the cost is paid by the subcontractor 

it will be passed on to the contrsctlng operstor and the taxpayers as an added 

cost of the subcontract. 

5. In addition, the provision that subcontractors' employees shall 

be subject to rsllway labor agreements and shall have "all of the rights, 

privileges, dutlaa and obligations" of railroad employees means that the sub- 

contractora' eaployeea will be repreacnted by railway labor organisations for 

purposes of collective bargaining while working on railroad aubcontracts. 

Thla Is unsatlafactory enough with reapect to non-railroad employees who are 

not currently represented by any other labor organization, Including employees 

who may have expressed an affirmative preference not to be repreaented. But 

It Is totslly unworkable with respect to employees who sre currently repre- 

santcd by other Isbor organizations. For example, suppose a railroad contracts 
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out repair* of equipment to a contractor vhoae ahop alao handles non-railroad 

work. An eaployee In the abop would work imder condltlona aubject to estab- 

llahaent through negotlatlona with non-railway labor repreaentaclvea while he 

worked on non-railroad jobs, while he would work under conditions subject to 

eatabllshnent through negotlatlona with railroad representatives while he 

worked on the railroad subcontract. And special probleas would be encountered 

with respect to eaployeea like foremen, who nay be organized under the Railway 

Labor Act but not under the Labor Management Relations Act. 

6. The absurdity of the arrangement Is underscored by the fact that 

It cuts two ways. Craft demarcations have prevented the railroad Industry — 

unlike competing transportation Industries — from using composite mechanics 

skilled In several crafts.  On the other hand, composite mechanics comiand 

somewhat higher pay because of their greater range of skills and the greater 

efficiency posalble when It la not necessary to have a different mechanic for 

each different part of a job.  In these circumstances, aubjectlng a subcon- 

tractor's employeea to railway labor contracta would require the subcontractor 

to fragment his mechanical work force along the same Inefficient craft lines 

found In the railroad Induatry — which would Increase the cost of the subcon- 

tract.  But It would also mean that composite mechanics employed by the sub- 

contractor would be paid railroad ratea of pay — which In some casea would be 

higher but In other caaea would be lower. 

7. Another consequence of treating the aubcontractor's employees 

as railroad employees la that the language used in the bill may be claimed to 

make the employeea subject to FELA Instead of workmen's compensation while 

working on railroad Induatry subcontracts. From the point of view of the tax- 

payera, thla Involves one more sdded cost to be subsidized. But In terms of 

the Interests of employees It creates the undesirable risk of loss of rights 
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through Blitakan pursuit of the wrong reaedy In situations where It is not 

clear whether worloaen's coapensatlon or FELA applies. 

In abort, the bill would create an unworkable or unnecessarily ex- 

p«]ialvc dual status for subcontractors' enployeea, with respect to pension 

rights; unaBployaent snd slckneas Insurance; union nenbershlp, fees and dues; 

union representation; and pay and working conditions. 

II. Restrictions on subcontracting. 

As ststed above, the bill would prohibit contracting out of work 

imleas (s) all employees, including furlougbed employees, presently perfomlng 

such work are unable to perfotv the work, and (b) efforts to hire additional 

employees are unsuccessful. 

There are three aspects of this provision thst deserve comment: 

(1) It deals with a matter that Is a subject of collective bargaining in the 

railroad induatry, one that la presently dealt with in collective bargaining 

agreements between rallroada and railway labor organizations.  (2) The res- 

trlctlona — particularly the prohibition agalnat contracting out unless the 

railroad la unable to hire additional employees — have no precedent in railway 

labor agreements snd would abrogate rights of railroads to contract out work 

In certsin circumstances under existing agreements.  And, (3)  the restrictions 

(o beyond the protection of work performed by railroad employees in the past 

and accordingly would constitute an unfair labor practice under Section 8(e) 

of the National Labor Relations Act if they were included in a collective bar- 

gaining contract aubject to that Act, and one that would require railroads to 

perform work they have neither the equipment nor expertise to perform. Let me 

desl with each point in greater detail. 

1.  Subcontracting has been the subject of collective bargaining in 

tbm railroad Industry for yeara. Chicago. Burlington & Quincy R. R. v. 

21-684 0-78-21 
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Railway Enp. Dept., 301 F.Supp. 603. 606-608 (D.D.C. 1969). Mora specifically, 

the conditions under which contracting out Is and Is not permitted are regu- 

lated by railway labor agreenents. Generally, contracting out Is permitted by 

contracts with the Maintenance of Way and Shopcraft enployees in a number of 

different kinds of situations, such as (1) where the work is the kind of work 

which because of its nature or scope has not customarily been performed by 

railroad employees in the past; (2) where the present workforce is inadequate 

to perform the work, (3) where the work requires use of specialized machinery 

which the railroad does not have, or (4) where the work requires managerial 

or supervisory expertise which the railroad does not have. 

Moreover, the provisions in the bill constitute a radical departure 

from principles established by Congress in 1976, when it enacted the 4-R Act. 

In that Act Congress in effect accepted the recommendation of both rail labor 

and management that subcontracting in connection with rehabilitation projects 

should be governed by collective bargaining and existing collective bargaining 

contracts. 

No one has explained why it is necessary to remove the circumstances 

in which subcontracting is permitted from the realm of collective bargaining 

and to regulate them by Act of Congreas. 

2. Moreover, the restrictions that would be imposed by the bill ar* 

inconsistent with those that have been established by contract In the railroad 

Industry.  As stated above, existing collective bargaining contracts permit 

contracting out where that has been customary in the past or where the present 

work force is inadequate or the work requires specialized machinery or expertise 

which the railroad does not have. The bill trould superimpose an additional 

requirement — inability to hire the necessary woilc force — and makea no ex- 

ception for work requiring apeclalized machinery or expertise.  Thus it would 
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abroRate the railroads' right under existing collective bargaining agreenents 

to contract out certain work. Again, no one has explained why It is necessary 

for Congress to tanper with existing collective bargaining contracts in this 

fashion. 

But more, the provision %K>uld have the incongruous result of in- 

posing upon new operators much greater restrictions than those that had been 

applicable to the abandoning railroad, even though the new operator will pre- 

stioably be less able to live %rith those restrictions. 

3. The restrictions would make it Impossible in many situations to 

operate the branch line. For example, since the provision applies to "all 

work in connection with the operation of services on such line", apparently 

it extends to the repair of cars and locomotives.  And since the unavailability 

of repair facilities and equipment is not a justification of subcontracting 

under the provision, no operator that did not own a fully equipped heavy re- 

pair shop could operate a branch line.  They would also have to own, for 

example, all of the specialized and extremely expensive equipment necessary to 

clear wrecks — equipment that many railroads do not own today. And so, too, 

with respect to specialized track and bridge construction equipment.  It is 

the unavailability of this type of equipment that is the most typical reason 

for the subcontracting of track and bridge work by existing railroads. 

i. Finally, by prohibiting subcontracting of any work which cannot 

be performed by the existing work force unless additional employees cannot be 

hired to perform it, the bill would reach out beyond %n)rk which has been per- 

formed by railroad employees in the past, work which is "fairly claimable" by 

such employees, and would secure work which customarily has been subcontracted 

in the past. As the Supreme Court has held, such a provision in a collective 

bargaining agreement subject to the NUtA is an unfair labor practice under 
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Section 8(e) of ehet Act, 29 O.S.C. 158(e). National Woodwork Manufacturera 

Asa'n V. N.L.R.B., 386. U.S. 612 (1967).  For Congreaa to enact auch a require- 

Bent aa an Act of Congreaa fliea In the face of Congreaalonally-eatabllahed 

labor policy that haa been settled for years. 

111. Maintenance of existing collective bargaining agreenenta. 
employment and working conditions. 

A third feature of the labor protection provisions In the bill that 

deserves careful scrutiny is the provision requiring the operator of a federally 

aaslsted line to agree Co continue and maintain "the collective bargaining agree- 

ments, employment, and working conditions in effect on such line," with such 

modifications as may be agreed to by the operator and the labor organizations. 

Thia provision has a number of thoroughly undesirable consequences: 

1. First, the provision amounts to compulsory arbitration by legis- 

lation — a step that the Congress has avoided except in cases of compelling 

national need.  It amounts to compulsory arbitration because there is no point 

to the provision if the parties are willing to adopt the terms of the old col- 

lective bargaining agreement, and therefore the only purpose of the provision 

1* to compel an unwilling party to accept an entire labor contract.  It is 

unusual. Co aay the least, to find unions extolling the merit of compulsory 

arbitration. 

2. Second, the result of this compulsory arbitration would be con- 

trary to the public Interest because of the terms of the agreementa that would 

be faatened upon the operators of branch lines.  I am reluctant to discuss 

this matter in detail because the railroads and Che unions are at this very 

moment negotiating new collective bargaining agreements.  But in view of the 

proposed legislative provision, I am obliged to at least outline the nature of 

the problem. 
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In deciding whether to Impose tema upon an unwilling party, surely 

the Congress would want to be fully informed as to the character of those 

terms.  Tf, for example, the tenia Included substandard wages, presumably the 

Congress would refrain from endorsing those terms. 

Railroad contracts, I can assure you, do not include substandard 

wage provision. To the contrary. Railroad wages are high — higher, I am 

sure, than short line operators of these branch lines would have to pay in 

•any cases. 

In addition, railroad contracts contain a broad range of restric- 

tions on managerial discretion — so-called "worV rules".  In general, these 

rules prescribe how many employees oust be used and what sort of work they 

arc to perform.  I am saying nothing new when I note that the railroads for 

some years have maintained that these work rules unduly curtail productivity, 

or, to put it differently, unnecessarily increase costs and impede service. 

And it is a matter of public record that every neutral body that has ever 

examined these rules has come to the same conclusion. This Includes the 

Presidential Railroad Comnisslon appointed by President Kennedy, which devoted 

a year to thla problem; the National Arbitration Board established pursuant to 

legislation in 1963; dozens of local arbitration boards also established pur- 

suant to that legislation; and several Presidential Emergency Boards appointed 

under the Railway Labor Act. 

By requiring the operator of the branch line to abide by all of 

these provisions of the old contract, the proposed provision would subject 

that operator to many of the costa that led to the necessity for abandonment 

In the first place. Unless the operator can be freed from some of those costs, 

the line will continue to be operated on an unprofitable basis.  That means 

that as soon as the subsidy ends, the line will have to be abandoned.  As we 
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understand It, the purpose of the legislation Is to make It possible to re- 

habilitate and operate these properties on an economically sound basis, not to 

continue their operation In circumstances that will require either a permanent 

drain on public funds or ultimate abandonment. Nor Is It realistic to suppose 

that labor would agree to contract modifications In order to help reduce costs. 

Such modifications would constitute precedents for other negotiations. 

As 1 noted at the outset of my remarks on this particular issue, 1 

have not gone into detail with respect to the work rules dispute between rail- 

road management and the unions simply because 1 do not wish to embarrass the 

current negotiations. But I certainly do suggest that Congress should not place 

its imprimatur upon these work rules, or any other features of railroad labor 

contracts, without examining them thoroughly to see if It would Indeed be In 

the public Interest to underwrite these rules with taxpayers' money. 

2. Moreover, the provisions in the bill not only require the operator 

to continue and naintain existing collective bargaining contracts, but also to 

continue and maintain "employment...." That would appear to impose a job freeze, 

or, at a minimum, a requirement that the operator continue to employ those em- 

ployees employed on the line prior to the rehablllgation project. Thus, the 

bill would freeze precisely those coats which must be reduced if the line Is 

ever to be operated without a subsidy. 

This represents a sharp departure from the kind of protection re- 

quired by Congress in the past. To begin with, the purpose seems to be to 

shift to the new operator protection obligations that are Imposed on the aban- 

doning carrier by existing legislation. Beyond that. In the past Congress 

has ordinarily required only compensatory protection and has specifically re- 

jected Job-freeie requirements. Maintenance Employes v. U.S., 366 U.S. 169 

(1961).  To be sure. In the 3-R Act, enacted in 1973, Congress departed from 
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that pattam of piotectlon and lapoaed attrltlon-tTpa protection becauae auch 

protactloo waa already required by the merger protection agreenents Into which 

the northeaatem rallroada had entered. However, Congreae did not Intend that 

action to be.a precedent for lapoaltlon of attrition protection elsewhere, and 

tb* coUapaa of the northeaatem rallroada la reaaon enough not to follow any 

auch precedent. Accordingly, when Congreas enacted the 4-R Act In 1976, In- 

atead of requiring attrition protection It anended the Interstate Coimerce Act 

to require coopenaatory protection of the kind cuatooarlly ordered by Che Con- 

•laalOQ In the paat. There la no reaaon at all to reverse that decision now. 

3.  Finally, the provision requiring an operator to assune previous 

collective bargaining agreements and to preserve existing employment and work- 

ing conditions would require operation of the federally asalsted branch line 

OS virtually a separate entity. This will certainly be true where properties 

fonerly owned by one carrier are to be rehabilitated and operated as part of 

a different carrier's system. In that situation, it Is desirable for the car- 

rier that operates the branch line to be able to operate it under agreements 

applicable to his entire system. Congress recognized this In Section S04(d) 

of the 3-R Act, which directed Conrall and the unions to negotiate system-wide 

agreements. Under this bill, however, the branch line would have to be oper- 

ated under the agreements of its former owner, losing the possibility of con- 

ducting the operation of the line with other operations of the acquiring rail- 

road. 

Conclusion 

In sum the labor protection provisions of the bill should be elimi- 

nated. Those provisions would create a kind of closed shop for certain railway 

labor organizations not only with respect to work performed by members of those 

organlzatloos in the past but alao with respect to work they have never performed. 
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work which existing collective bargaining contracts give the railroads the 

right to contract out. They would thus abrogate the railroads' rights under 

existing collective bargaining contracts and substitute an Act of Congress 

for collective bargaining with respect to contracting practices, a mandatory 

subject of bargaining under numerous court decisions and an historical subject 

of bargaining In the railroad industry.  They would saddle federally-assisted 

projects which cannot be performed by the railroads themselves with the costs 

of dupllcative pension and unemployment Insurance plans for which the subcon- 

tractors' employees will never qualify and from which they will not benefit. 

They would saddle those employees with representation by railway labor organi- 

zations and with the obligation to join and pay dues and initiation fees to 

rail organizations, regardless of the employees' present labor representation 

and union membership. They would require those employees to work under railway 

labor agreements instead of their own. By imposing a job freeze and requiring 

operators of federally assisted projects to assume existing collective bargain- 

ing contracts and to preserve existing working conditions, they would saddle 

these projects not only with the costs that led to the proposal to abandon 

the property in the first place but with added non-productive protection costs, 

thus leading to the need for a perpetual federal subsidy If the properties 

continue to be operated. 

There has been no showing of any need for these provisions, 

B.  LOCAL RAIL SERVICE CONTINUATION: TRACKAGE RIGHTS. 

R.R. 9398 and the October 3, 1977 Draft were preceded by a whole 

series of bills dealing with related issues.  Among those bills were H.R. 

3672, H.R. 6739, H.R. 6792, H.R. 7370, H.R. 7486, H.R. 7715, H.R. 8172, 

H.R. 8393, and H.R. 8420. A number of the above bills proposed the amend- 

ment of the Department of Transportation Act and the Regional Rail 
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Reorftanlzation Act relating to federal assistance for local rail service con- 

tinuation and anendment of Che Interstate Commerce Act relating to an award 

of trackage rights as a condition of abandonment. 

On July 27, 1977. Mr. Richard M. Freeman, Vice President-Law of 

the Chicago and North Western Transportation Company, appeared before this 

Subconmlttee on behalf of the railroad members of the Association of American 

Railroads and testified on the above bills.  That testimony accurately reflects 

the Industry's positions on the matters discussed and is attached to ay state- 

ment as an appendix.  T will not repeat what was stated for the record at that 

tine. 

However, while we took no position on the last paragraph of 

Section 3 of H.R. 8393, which is similar to the Last paragraph in Section 

3 of H.R. 9398 and Section 102 of the October 3, 1977 Draft, setting forth 

a requirement that financial assistance programs shall include as a minimum 

the upgrading of track to Class IX standards, questions have now been raised 

as to whether there should be any statutory standard in this regard.  It 

would be better, we believe, to leave flexibility In the administrative 

agency on a case-by-case determination. 

Mr. Freeman, in his July 27, 1977 testimony, clearly stated tha 

Industry's opposition to the provision permitting the Interstate Commerce 

Caimisslon's award of trackage rights to another railroad or state or 

political subdivision to operate over an abandoned line and over other lines 

of the abandoning railroad as a condition of abandonment. This provision 

appears in Section 13 of H.R. 9398 and Section 303 of the October 3, 1977 

Draft in slightly modified form.  Vlhlle we reiterate our opposition Co any 

statutory provision calling for the authorization of trackage rights to 

other railroads, states, or political subdivisions, we do prefer the 
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•odlflad provision over that contained In Section 10 of H.R. 8393. 

The imposition of train operations over another railroad's lines 

by a holder of trackage rights (another railroad, or a state or political 

subdivision) could give rise to problems of operating safety. Train opera- 

tions over a railroad systea are the responsibility of the unified manage- 

nent of the carrier ounlng the systeai.  Its management prescribes operating 

rules in furtherance of safety and efficiency.  Its employees have experience 

In operating under those rules, and they also have seasoned knowledge of the 

lines and the condition of such lines on their own system. The owning 

carrier fixes the qualifications of its own operating employees. All of 

these controls and safeguards could well be sbsent with respect to a new 

short line or a state or political subdivision that would operate under 

trackage rights over lines of an abandoning carrier. A coaaingling of 

operations of the trains of the owning carrier and the holder of trackage 

rights imposed on the owning line by the Interstate Connerce CooBission 

could give rise to confusion and an absence of centralized control that 

could imperil safety. 

In addition, the limiting condition In the pending propoaals — 

that such trackage rights shall be granted only where they are required 

aolely for purposes of providing freight service which would no longer be 

available due to issuance of authority permitting abandonment or dlacon- 

tlnuance -- would be virtually Impossible to enforce by the abandoning 

road.  What would that road do when a holder of trackage rights arrives 

with a train of freight cars to be hauled over Its lines — main line or 

branch llnea? How would it determine that each of the cars was entitled 

to move on Its lines aolely in order to provide service at sooe other place 

where freight service is no longer available becauae of abandonment or 
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dlacontlnasnce? How many  enployeea — and what klnda of employees — of the 

abandoning railroad would be needed to police the use of such trackage 

rights to protect against unauthorized diversions of traffic from the 

abandoning railroad? The pending proposals do not asstirc an abandoning 

railroad that the trackage rights granted over Its lines would not be 

abused. The relationship between the holder of trackage rights and the 

abandoning railroad with respect to operations over unabandoned lines of 

the latter would be rife with potential disputes and litigation. 

A provision added to H.R. 9398 as Section 4 and appearing as 

Section 102(d) of the October 3, 1977 Draft, but not found In H.R. 8393, 

adds an additional category of rail lines (relating to agricultural and 

fossil fuel locations) to be described (with detailed cost figures and 

other accounting data In the case of H.R. 9398) in each railroad's dlagraa 

of its transportation system under Section la(S)(a) of the Interstate Coo- 

Derce Act. We, of course, recognize the Importance of agriculture and 

fofsil fuels to our nation, but we are concerned about the burdensome 

expense which would result from having to make detailed cost analyses on 

these additional lines aa required under H.R. 9398. 

C.  CORRECTIVE ACTION PROGRAMS. 

Another new section upon which the AAR haa not previpualy testi- 

fied la Section 6 of H.R. 9398 and Title II of the October 3, 1977 Draft, 

relating to (terrectlve Action Programs, This concept is altogether new and 

Is so coaplex that the railroad industry la not prepared to take a posi- 

tion without having further opportunity to study it. Indeed, this pro- 

vision is a good example of why we suggest that all intereated persons be 

given aore tine to review that which la being proposed. 
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D.  PROPOSALS BEFORE SENATE. 

I would like to take this opportunity to coi^ent briefly on cer- 

tain propoiela that appear In the Senate bill, S. 1793, the Railroad 

Improvement Act of 1977, and the Staff Working Draft of S. 1793 bearing 

date of October 8, 1977, which do not appear In H.R. 9398 or the October 3, 

1977 Rouse Draft. The scope of these hearings has been described as In- 

cluding any and all proposals now being considered, and I offer the Industry'* 

thoughts on the Senate proposals not now contained In the House legislation 

In an effort to supply this Subcomnittee with as comprehensive a statement as 

may be useful. 

1. Reporting and Accounting System. 

Section 3(b) of S. 1793 and the some section of the Senate Staff 

Working Draft dated October 8, 1977 would amend Section 20(3) of the Inter- 

state Conmerce Act with regard to prescription by the Interstate Comnerce 

Conmlsslon of a unlfom accounting and reporting system for railroads, and 

more particularly as to determination of rail carriers' costs In connection 

therewith. We do not oppose the proposed amendment provided It be made 

clear, through the legislative history or otherwise, that the Commission 

will not be authorized to require the regular reporting of data in order to 

obtain costs particularized for less than system operations and ftirther, 

that the language requiring the Comnlsslon to prescribe s rigid "format" 

for reporting cost data be removed, 

2. Rates on Recylcables. 

Section 7 of the Staff Working Draft of October 8, 1977 would 

reduce rates on many recyclable materials to an artificially low level. The 

railroads vigorously oppose any such legislation. 

The ICC has Just completed extensive hearings which lasted for 
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many weeks «nd Involved testimony of thousands of pages, all concerning the 

reasonableness and lawfulness of rates on recyclables. Though some adjust- 

ments were ordered, the rates were largely found to be Justified. The re- 

cycling Industry Is challenging this decision In two suits which are pending 

In the U, S. Court of Appeals for the District of Columbia Circuit. A 

crucial finding by the Connisslon was that changes In freight rates usually 

do not affect recycling. In other words, reductions in freight rates only 

Increase the recyclers' profits without benefit to Che public.  Indeed, 

recent rate cuts on recyclables, such as a ten percent reduction on waste- 

paper In the South last year, have been designed to meet truck competition. 

Increased recycling, as a result of the rate cut, is very unlikely. The 

present bill could seriously reduce railroad revenues from recyclables and 

stimulate demand for similar treatment of many other comnodlties which are 

•oclally affected. The supposedly offsetting subsidy provisions appear to 

be unworkable. 

If Congress believes that economic Incentives for recycling are 

necessary. It would Involve far less red tape to make the subsidy payments 

directly to the recyclers. Congress should refrain from trying to redis- 

tribute revenue from one troubled industry to another. 

Finally, I should point out that the proposed recycling provision 

is technically unworkable.  Many of the computations contained in the legls- 

latlco are not routinely carried out and would require expensive and complex 

•tudlea likely to trigger further litigation and still further demands for 

leglalatlon. The recycling proposal has nothing to reconmend it and should 

be eliminated. 
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3. Departaent of Agriculture Study. 

Still another section of the Senate Staff Draft of October 8, 1977 

would require the Secretary of Agriculture, In consultation with the Secre- 

tary of Transportation and the Interstate Comaerce Conmlsslon, to prepare a 

report with recomnendatlons for a railroad transportation system adequate to 

meet the needs of the agricultural Industry.  The report would Identify any 

Impediments In meeting those needs and would Include recommendations for 

legislative or other action necessary to remove those Impediments. Revision 

of the report would be required at least every five years. The railroads 

oppose this provision on the grounds Chat It Is unnecessary. The Secretary 

of Transportation, under Section 901 of the 4-R Act, is already required to 

prepare a comprehensive study of the rail system. Section 307 of the House 

Committee Print of October 3, 1977 proposes the merger of the 4-R Act's 

Section 901 study with the Section 504 Capital Needs Study. Provision is 

made for public comoent. Agricultural interests as well as any other interests 

will be given an opportunity to state their views at that tlsie. 

This concludes my testloony.  I will be glad to try to answer any 

questions. 
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Appendix 

STATEMENT OF RICHARD M. FREEMAN 
IN BEHALF OF THE ASSOCIATION OF AMERICAN RAILROADS 

ON 
H.R. 3672, H.R. 6739, H.R, 6792, H,R. 7370 

H.R. 7A86, H.R. 7715, H.R. 8172, H.R. 8393, 
H.R. 8420, and related bills 

BEFORE THE 
SUBCOMMITTEE ON TRANSPORTATION AND COMMERCE 

OF THE 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 

U.S. HOUSE OF REPRESENTATIVES 
July 27, 1977 

My name l8 Richard M. Freeman. My business ad- 

dress is 400 West Madison Street, Chicago, Illinois 60606. 

1 am Vice President-Law of the Chicago and North Western 

Transportation Company (CNW).  I appear today in behalf of 

the member lines of the Association of American Railroads 

(AAR) with headquarters in Washington, D.C.  I am Chairman 

of the AAR's Rail Services Group.  The railroads which are 

members of this Association operate 96 percent of the track- 

age, employ 94 percent of the workers, and produce 97 percent 

of the freight revenues of all railroads in the United States. 

My company, which is a member of the AAR, currently operates 

9,851 miles of railroad, and has 962 miles pending before 

the Interstate Commerce Commission (ICC) for abandonment, 

984 miles listed In ICC Category 1 (lines subject to abandon- 

ment within three years) and 313 miles listed in ICC Category 

2 (lines potentially subject to abandonment). 

There are a number of proposals which have been 

made over the last several months to change the federal 
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assistance program applicable to branch lines. After giving 

consideration to these proposals, the Association of American 

Railroads Is pleased to have an opportunity to state the rail 

Industry's views. 

It Is our understanding that the purpose of the 

federal five-year branch line assistance program was to 

cushion any effects of branch line abandonment or service 

discontinuance on local communities and shippers.  The 

general approach was to provide a declining level of federal 

assistance from lOOX to 70X over the five-year period for 

branch lines which the Interstate Commerce Commission had 

authorized for abandonment or discontinuance.  The assist- 

ance for a branch line could be either  (1) In the form of 

payments to the railroad to make up the difference between 

revenues and avoidable costs plus a reasonable return, to 

rehabilitate the line, or to purchase the line; or  (2) In 

the form of payments to those adversely affected for easing 

the costs of lost rail service In a manner less expensive 

than continuing rail service.  The legislative changes sug- 

gested In the program have dealt with the former -- that Is, 

payments to railroads -- and have not dealt with the latter 

alternative.  We have been disappointed that the Department 

of Transportation has not encouraged the approach of payments 

to communities and shippers to ease the loss of rail service 

where that Is a cost effective approach. 
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Many of the proposed changes Involve matters of 

Interest primarily to the states and, while we find the 

proposals reasonable, we believe that the rail Industry 

has neither adequate knowledge nor expertise to express 

an opinion useful to this subcommittee.  In this category 

are proposals to modify the timing of the reduction In the 

federal share of rail assistance costs to match the federal 

fiscal year, permit states to carry over In-klnd benefits, 

change the allocation of federal funds among the states, 

give discretion to the states to determine which projects 

should be federally financed, and Increase the monies as- 

signed for planning and lengthen the period during which 

those monies are available. 

There are substantive proposals, however, in 

which we believe this subcommittee may wish to hear from 

our Industry. 

One proposal would make federal funds available 

In the form of payments for operating assistance for lines 

which are before the Commission for abandonment or which 

have been designated by the railroads as abandonment candi- 

dates, rather than as under the present law, only for lines 

which have been authorized for abandonment.  (Section 3 of 

H.R. 7370, H.R. 7715, H.R. 8172 and H.R, 8393).  The exist- 

ing provision has a salutary effect on all parties. Includ- 

ing the governmental agencies.  Since federal subsidy monies 

21-684 0-T8 -22 
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cannot be made available until the Conooisslon has author- 

ized abandonment, everyone involved has an incentive to ex- 

pedite the decision-making process,  We are reluctant to see 

that incentive removed, given the Inherently slow pace of 

that process.  If the decision-making process is properly 

expedited, there is little or no need to provide the Interim 

operating financial assistance, pending the decision.  Ac- 

cordingly, we oppose this change. 

There is another proposal which would provide finan- 

cial assistance for a line as to which the Interstate Com- 

merce Commission has concluded that the public interest and 

necessity does not permit abandonment, but the line is 

losing money (H.R. 6871).  Financial assistance would cover 

both operating deficits and rehabilitation expenses, with the 

federal contribution to such assistance beginning at 100% 

and declining annually to 60% over S years.  Although not 

entirely clear, we believe that the drafters of this proposal 

intended to make the carrier whole, with the states or 

financially responsible local interests making up the non- 

federal share.  With this understanding, we support this 

proposal.  It would cure the basic inequity of requiring other 

shippers using rail service over the balance of the carrier's 

system to make up deficits on lines of railroad which do not 

pay their way. 
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Another proposal would permlc the Interstate Coa- 

nerce Commission to authorize another railroad the right 

to operate over an abandoned line and over other lines of 

the abandoning railroad (Section 10 of H.R. 7370, H.R. 7715, 

H.R. 8172, H.R. 8393, and H.R. 8420).  Such a provision 

would encourage the establishment of short lines which could 

operate not only over the abandoned lines, but over other lines 

of the abandoning railroad.  There is no public need for short 

lines to operate over other lines of a trunk-line railroad. 

On the contrary, such operations could only create substan- 

tial operating confusion which would not serve the public 

interest.  For good reason, the Congress has heretofore re- 

frained from giving this power to the Commission, except in 

limited terminal and related areas where that power could 

facilitate coordination of operations (Sec. 3(5) of the 

Interstate Commerce Act).  The proposal here would not serve 

to facilitate efficient service, but rather would interfere 

with efficient service.  For this reason, we oppose this 

proposal. 

Finally, the rail industry believes that the 

regulations of the Interstate Commerce Commission designed 

to implement the abandonment provisions of the 4-R Act are 

not consistent with the provisions of the 4-R Act.' The ad- 

versely affected railroads have brought an action in the U.S. 

Court of Appeals for the Seventh Circuit to have the offending 

regulations set aside,  It is inappropriate, however, to 

bring those issues before this subcommittee until the courts 

have had an opportunity to rule on those issues. 
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STATEMENT OF ROBERT E. LOOMIS 

Mr. LooMis. I am the assistant vice president of labor relations 
for the Southern Railway System. In that capacity, I participated in 
the negotiations with the labor organizations in seeking the agree- 
ments that were needed to satisfy the requirements of the 3-R act of 
1973 for Southern's proposed acquisition of the Delmarva Lines of 
Penn Central. 

I regret I can't honor your request that we not mention Delmarva 
again, but that is my area of exp)ertise. 

Mr. RooNEY. It is quite all right. 
Mr. LooMis. The labor provisions of H.R. 9398 would have doomed 

that project from the start, and there would have been no such 
negotiations had those labor provisions been part of the 3-R act 
conditions. 

Even today, the operation of those parts of the Delmarva Lines 
that were not transferred to ConRail are feasible only because of 
cost-saving practices and State subsidies. The labor conditions 
contained in H.R. 9398 will increase that cost to the point that their 
continued operations will probably not be feasible. These conditions 
even foreclose the shippers, themselves, from trying to maintain a 
rail connection with ConRail or other profitable railroads. A case 
example might help us see the effect this could have. 

The south end of the Delmarva operations are in the city of 
Norfolk, Virginia. The Penn Central had a small yard in Norfolk 
that gathered cars from connecting lines to ship via barge across 
the Chesapeake Bay to the Delmarva Peninsula. That yard and a 
few miles of Penn Central track in Norfolk eilso served a few 
industries. Should H.R. 9398 cause the succeeding operator, the 
Virginia and Maryland Railroad Company, to abandon operations 
in Norfolk, those shippers would naturally look to other railroads 
covering that city for rail service, such as the Southern, the Norfolk 
and Western or the Family Lines. While any one of these carriers 
could absorb the work of serving these industries with their existing 
personnel and equipment, the conditions attached to such oper- 
ations by H.R. 9398 would effectively bar any such consideration. I 
can assure you that Southern would be completely unwilling to 
offer to serve such industries if the legislation you are considering 
required that operation to be subject to the former Penn Central 
labor contracts, subcontracting conditions that are totally foreign to 
our own labor agreements or the absorption of unneeded personnel. 

This is only one small example of the adverse impact that would 
be realized if the labor conditions contained in H.R. 9398 were 
allowed to become law. In reality, this example would be repeated 
time and again throughout the nation whenever these labor condi- 
tions became effective due to line abandonment. 

On behalf of Southern Railway, I join Mr. Dempsey in urging the 
committee to eliminate the very objectionable labor provisions in 
H.R. 9398. 

Mr. RooNEY. Thank you, Mr. Loomis. 
Mr. DEMPSEY. Mr. Chairman, I would just like to say a few words 

on one or two or three other provisions here. We have testified with 
respect to some of the bills that have been considered before with 
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respect to local rail service continuation rights, and I have attached 
a copy of Mr. Freeman's testimony on behalf of the industry on 
those matters, which I certainly don't want to repeat [see p. 329]. 

I will say that with respect to one matter we didn't mention 
before, namely, the requirement that branch lines be upgraded to 
class 2 standards, we join those who today have opposed imposing 
that as an inflexible standard. We think it is perfectly appropriate 
to leave that to case-by-case determination. 

As to the provision which would permit the Interstate Commerce 
Commission to award trackage rights to another railroad or State to 
operate over the lines of the abandoning railroad, I repeat what we 
said before, and that is that we oppose that provision because it 
seems to us to present some rather substantial problems with 
respect to safety and efficiency of operation. But I think I will defer 
any further explanation on my part and rely on my statement, 
because there will be a witness from the Boston and Maine who will 
discuss that in more detail. 

Corrective action programs present issues that are new to us. 
These proposals have been hammered out in discussions by other 
parties. They are very complex, and we simply have not had an 
adequate opportunity to examine the possible consequences of these 
proposals, and, accordingly, we simply are not prepared to take a 
position on them today. We think this is a good example of the 
difficulty of coming to grips with so many controversial, and if not 
controversial, complicated matters on such short notice. 

We think it would be far better—if there are some things that 
have to be done—I am not prepared to say whether there are or not, 
but if there are any matters that have to be taken care of immedi- 
ately, we would suggest those matters be taken care of and these 
other matters that reach so broadly, be considered in a more 
deliberate way. 

There are some proposals that have been considered in the 
Senate which I do discuss in my statement. They are not in any of 
the drafts so far as I have seen in the House. I do discuss them in 
the event that they might be considered by the subcommittee, and I 
will not detail my remarks at all. 

I just note quickly that we are opposed to the proposals that have 
surfaced from time to time to require the railroads to give artifi- 
cially reduced rates to recyclables. That is not to say there may not 
be some public interest in providing incentives to the recyclable 
industry. I don't know anything about that. But if there is such a 
public interest, we would certainly hope that the subsidy come from 
some industry other than the railroad industry. We just can't afford 
it. 

The Congress really took care of this last year in the quad-R act 
and directed the Interstate Commerce Commission to examine the 
whole matter. The Commission held prolonged hearings on 
recyclable rates. It held that most of them were justified. It re- 
quired some modification in some, and now the recyclable industry 
has those matters in litigation, and we would suggest that that 
really is all that ought to be done about it, unless, as I say, the 
Congress thinks there is some need for some other form of subsidy. 

There has been a suggestion made that there be a further study of 
the railroad industry by the Department of Agriculture, with a 



336 

particular eye toward agricultural interests, but the quad-R act 
requires the Secretary of Transportation to make a full-fledged 
study, and I am sure it would embrace all matters having to do with 
agriculture, so we would oppose that provision as well. 

For the remaining provisions, Mr. Chairman, I rest upon my 
prepared statement. 

Mr. RooNEY. I believe in your testimony somewhere, perhaps it 
was an observation, but I believe you said with regard to the 
railroad retirement that the bill would disturb the collective bar- 
gaining agreements, but would rather merely increase membership. 

Mr. DEMPSEY. Could you give me a citation there? 
Mr. RooNEY. "As I said, with regard to railroad retirement, the 

bill would disturb the collective bargaining agreements but rather 
merely increase membership." 

Mr. DEMPSEY. It would disturb collective bargaining agreements? 
Mr. RooNEY. Yes. 
Mr. DEMPSEY. Well, it would surely do that, because it would 

superimpose the new collective bargaining sigreement over the old 
one, if we are talking about railroads. Frankly, I don't remember 
making a statement that would identify with that. I am having 
some trouble, I am afraid. 

Mr. RooNEY. Gro back to page 5. "Therefore, the committee said 
future changes  

Mr. DEMPSEY. Oh. 
Mr. ROONEY. Paragraph 1. 
Mr. DEMPSEY. The one that begins, "This committee took that 

very position"? 
Mr. ROONEY. Right. 
Mr. DEMPSEY. Oh. I understand. Why would the bill be inconsis- 

tent with the notion that future changes should arise out of 
collective bargaining? 

Mr. ROONEY. Yes. 
Mr. DEMPSEY. Well, to begin with, of course, it is a change with 

respect to tier II, because it will put a new category of employees 
under tier II. 

Now, you may say, well, what do you care about that? Won't that 
just increase the contributions to the railroad retirement system 
and doesn't that advantage you? 

Mr. ROONEY. I think you also said that employees would have to 
pay railroad retirement on tier II. I thought it was the employers. 

Mr. DEMPSEY. The employees would have to pay tier I railroad 
retirement taxes, but really they would get credit under social 
security if they went back to a social security-covered enterprise 
within a prescribed period of time. 

Mr. ROONEY. Three years. 
Mr. DEMPSEY. I think so. The employers, however, are under a 

different category. I don't think they would have to pay tier I and 
social security, but they most assuredly would have to pay tier n 
taxes, so that would be an extra 11 or 12 percent of taxable payroll. 
So that is the consequence to the employers. 

Now, the thing that is disturbing about that from our perspective 
is that it would make subcontracting very difficult. I have to say 
quite candidly if I could be persuaded that this, I must say, raid on 
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the treasuries of subcontractors would substantially alleviate the 
financial problems of the railroad retirement system, I might take a 
different view of this, but I don't think it would have any measur- 
able impact at all on the financial system. 

I do feel it would have a very significant impact on curtailing 
necessary subcontracting, and that is my interest in it. 

Mr. RooNEY. Supposing we would take the subcontracting provi- 
sion out of H.R. 9398, could you then support it? 

Mr. DEMPSEY. NO, for the reasons that I present in the second 
part of my statement. 

Mr. RooNEY. Thank you very much. 
Mr. DEMPSEY. I could say if the Congress followed the precedent it 

established last year in the quad-R act by providing in substance 
that subcontracting should be governed by the collective bargaining 
agreements of the respective parties, I would have no difficulty with 
that. 

Mr. ROONEY. Thank you very much. 
Mr. DEMPSEY. Thank you, Mr. Chairman. 
Mr. ROONEY. The next witness will be Mr. John L. Sweeney, vice 

president of government affairs, Consolidated Rfiilroad Corporation. 
You may proceed, Mr. Sweeney. 

STATEMENT OF JOHN L. SWEENEY, VICE PRESIDENT, GOVERN- 
MENT AFFAIRS, CONSOLIDATED RAIL CORPORATION, ACCOM- 
PANIED BY PAUL CUNNINGHAM, SPECIAL COUNSEL, CONRAIL 

Mr. SWEENEY. Thank you, Mr. Chairman. I am joined today by 
Mr. Paul Cunningham, special counsel for ConRail, I think known 
to you from his previous activity with the Senate Committee. 

Mr. ROONEY. Welcome to the committee, Mr. Cunningham. It is 
nice to see you on this side of the Hill for a change. 

Mr. CUNNINGHAM. Thank you. 
Mr. SWEENEY. Mr. Chairman, I have a short statement, and if you 

don't mind, I would like to read it in full, bcause I am going to touch 
on only two points in the bill. 

I would like to begin by addressing the corrective action program 
that is proposed in H.R. 9398. As you know, ConRail has recently 
been the brunt of considerable criticism regarding the administra- 
tion of our branch line program. It is alleged that we are planning 
the abandonment of many thousands of miles of branch lines. This 
has no basis in fact. 

As Ed Jordan has made clear many times, it is our policy to seek 
every other possible means of eliminating the losses we suffer on a 
number of our lines before seeking abandonments. We are presently 
considering the abandonment of a maximum of 70 lines where there 
are major losses. As you know, the law prohibits us from abandon- 
ing any lines prior to April of next year, and we expect that in 
relation to the niunber of light density lines still operated within 
the ConRail system, we will be petitioning for abandonment of very 
few lines next spring. I think Mr. Jordan said the other day before 
the Government Operations committee that we expect to file for no 
more than 40. 
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The corrective action pr<«ram proposed in the Staff Discussion 
Draft is strongly supported by ConRail. The conditions for our 
participation in this positive program are: (1) We are guaranteed a 
subsidy if we submit ourselves to binding arbitration which would 
restrict our right to operate the line or to seek abandonment, and 
(2) we are guaranteed the right to discontinue service under a 
corrective action agreement if a subsidy is withdrawn. The program 
assures the full participation of all interested parties and seeks to 
ameliorate the branch-line problem through a conciliatory rather 
than present adversary process. 

However, while we believe the proposed program has considerable 
merit, we understand that there is a desire on the part of the 
administration to offer their own views on the program, although I 
believe they went rather significantly far this morning in perhaps 
suggesting they might have changed their original view that they 
thought there was merit in seeking a process by which a line did 
not have to be abandoned before it received Federal or State 
subsidy. 

We also know there is concern on the part of the States as to its 
effect on their overall transportation programs. We would prefer to 
see the program adopted in the spirit of compromise rather than 
over the objection of those parties whose cooperation is essential to 
the success of this program. We, of course, are willing to work with 
any interested parties to perfect this program so that it can be 
advanced as quickly as possible by the subcommittee at the appro- 
priate time. 

This morning, you made reference to two amendments you pro- 
pose to add to this bill which are of direct concern to ConRail. The 
first would require the extension of commuter rail passenger service 
by ConRail. While we generally support the purpose of this amend- 
ment, the Discussion Draft does not adequately protect either our 
existing rights to discontinue service if a subsidy payment is not 
made by a subsidizing agency or our right to be ensured that we will 
be fully reimbursed for capital and operating costs before the 
institution of a new service. We believe we will be able to reach 
agreement with the commuter authorities as to proper means of 
achieving these goals and hope to present you with an agreed to 
amendment for your consideration in the very near future. We have 
attached a copy of the bill as it is now being considered in the 
Senate which we would support if we are unable to reach agree- 
ment with the commuter authorities. 

Your bill would provide indemnification to ConRail—or to the 
States or local or regional transportation authorities that subsidize 
ConRail commuter passenger services—for liabilities incurred for 
damages to persons or property which are not underwritten by 
private insurance carriers. 

ConRail is now required to operate commuter passenger services 
pursuant to subsidy agreements for which private insurance is not 
available to cover certain levels of catastrophic loss. The 4-R act 
contemplates that ConRail not cross-subsidize the operation of com- 
muter rail services. Thus, the commuter service provisions of the 4- 
R act require the States or the authorities to bear the costs of any 
uninsured catastrophic loss. 
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However, the Rail Services Planning Office has created excep- 
tions to this requirement where a State law or constitution prohib- 
its the State from accepting unpredictable contingent liabilities. 
Since insurance is not available, we are unable to quantify the 
present costs of any future liabilities, and therefore the States are 
unwilling to bear this cost. ConRail is presently operating these 
services without insurance and without any assurance that the 
States can cover the losses in case of a catastrophic loss. 

Your amendment provides that the United States Railway Associ- 
ation would provide loans to indemnify ConRail for uninsured 
losses resulting from the operation of commuter services where the 
Rail Services Planning Office had found that ConRail had made 
good-faith efforts to secure insurance but had been unable to do so. 
Presently, ConRail is unable to secure insurance for losses up to $2 
million and over $50 million. I might add parenthetically we are 
able, through a common railroad policy which we have our own 
separate version of, to protect ourselves for the losses between $2 
million and $50 million. 

The amendment would also limit the government's protection 
liability under any such amendment as yours to $50 million per 
accident. 

While accidents of this magnitude are almost unheard of in the 
commuter passenger business, ConRail would not voluntarily oper- 
ate these services without assurances from the contracting agency 
that it would cover all potential costs. Because we are required to 
operate the service, we should not be required to absorb any 
uninsurable losses which the States or local or regional transporta- 
tion authorities are unwilling or are unable to guarantee, and we 
believe that the provision opposing cross-subsidization in the 3-R 
and 4-R acts support that view. 

Accordingly, we gratefully support your proposals. We hope it can 
provide for direct indemnification rather than a loan program, 
which implies an ability to repay the loan that we do not have. The 
draft we submitted to the staff would achieve this goal. 

That concludes my statement. 
Mr. RooNEY. Thank you very much, Mr. Sweeney. Who carries 

the insurance that you now have which includes up to $50 million 
per accident? 

Mr. SWEENEY. It is a syndicate partly comprised of London 
groups, but also some American carriers. 

Mr. RooNEY. And is this on bid, or negotiated? 
Mr. SWEENEY. By and large, I believe it would have to be negoti- 

ated since it is not the most attractive kind of insurance, and we 
have had to seek the best possible sources for it. 

Mr. ROONEY. HOW much does it cost? 
Mr. SWEENEY. It is a systemwide policy, an astronomical sum. We 

can get it for you and submit it for the record. 
Mr. ROONEY. Mr. Friedman said this morning that you are not 

opposed to the labor provisions in this bill and you didn't comment 
in your statement regarding the provisions. Can I assume that this 
is a fact? 

Mr. SWEENEY. Mr. Chairman, I would like to comment as follows 
on your question: Back in the early consideration of such proposals. 
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I had discussed with Mr. Friedman a draft which he had at the 
time, and which he read to me over the phone. That draft, as I 
heard it—it may be there was miscommunication between Ed 
Friedman and myself—seemed to parallel section 506 of the 3-R act. 

That provision says that the corporation ConRail is prohibited 
from contracting out work except work which has been tradition- 
ally contracted out. And I think under that we have had some 
problems. We have to go back to the collective bargaining agree- 
ments with each one of our unions to determine which work has 
been traditionally agreed to, to contract out, but in most instances 
we resolved it amicably and continue to do a significant amount of 
contracting out on repair, on bridge and tunnel work and the 
rehabilitation of our system, and we think it would be absolutely 
unfortunate if that was not maintained. 

My comment to Mr. Friedman at the time was such a provision 
would give us no problems, whatsoever. I did point out, and I think 
he would acknowledge that I thought it would create significant 
problems for other groups, the States, our colleague railroads, but 
that we, ourselves, living with such a provision in the present 
statute, could hardly oppose its inclusion as it applied to branch 
lines. That is the picture. 

Mr. RooNEY. Thank you very much. I have no further questions. 
We appreciate your coming here today. 

Mr. SWEENEY. Thank you, sir. 
Mr. RooNEY. The next witness will be Robert Hirschman, presi- 

dent, H. J. Williams Co., of York, Pennsylvania. 

STATEMENT OF ROBERT E. HIRSCHMAN, ON BEHALF OF THE 
AMERICAN ROAD AND TRANSPORTATION BUILDERS ASSOCI- 
ATION ACCOMPANIED BY RANDOLPH RUSSELL, ASSISTANT TO 
THE EXECUTIVE VICE PRESIDENT 

Mr. HIRSCHMAN. I have with me today, Mr. Chairman, Mr. Andy 
Russell, assistant to the executive vice president of ARTBA. 

I have a brief statement I would like to read. 
My name is Robert E. Hirschman, president of the H. J. Williams 

Co. of York, Pennsylvania. We are contractors engaged in construc- 
tion work of various tj^jes. We are deeply involved in transporta- 
tion programs in Pennsylvania and adjacent States and are con- 
cerned with both highway and rail construction. 

I am here today representing the American Road and Transporta- 
tion Builders Association. This is a national association with about 
5,400 members concerned with the planning, design and construc- 
tion of transportation facilities. 

We are principally interested in and concerned with the pending 
legislation, H.R. 9398, as it may affect opportunities in the railroad 
field for contractors and subcontractors. 

This is an extremely important matter in the perspective of the 
national interest in revitalizing the railroad industry. The quad-R 
act of 1976 provided substantial Federal support for the rehabilita- 
tion and reconstruction of rail lines. Congress has recognized the 
vital importance of helping the railroads to modernize their phys- 
ical facilities and improve service. 
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How can this task be accomplished? One key element, very 
clearly, is to utilize the capabilities that already exist within the 
construction industry. The highway/heavy construction industry— 
devoted to the construction of roads, bridges, dams, airports, and 
fixed guideways for railroads and public transit—is a highly com- 
petitive industry with substantial excess capacity. It is.a large and 
diversified industry, with a large investment in construction equip- 
ment. The unemployment rate in the construction industry is about 
12 percent. 

Historically, the railroad industry has always done a substantial 
part of its construction work with its own maintenamce-of-way labor 
forces. However, it is not unusual for railroad companies to call on 
contracting firms for projects of unusual size or complexity as, for 
example, a major bridge. 

As the capital investment program is increased, we feel that it is 
important that greater reliance be placed on the capabilities that 
exist within the construction industry. The system of awarding 
contracts through open competitive bidding is the best assurance 
that the work will be done efficiently at the lowest possible price. 

The alternative is for the railroads to do the work themselves, 
using their archaic work rules and regulations. This involves not 
only increasing their own work forces but also purchasing the 
necessary construction equipment. Developing an in-house capabil- 
ity to handle a temporary expansion of the capital investment 
program is expensive and duplicative. 

H.R. 9398 contains so-called labor protective agreements intended 
to ensure that State governments or railroad companies maintain 
all of the prerogatives of the railroad labor unions in carrying out 
work financed by Federal grants or loans. As a condition for 
receiving Federal assistance, the State or rsdlroad company must 
agree not to use outside contractors unless (a) the work is beyond 
the capability of existing railroad work forces and (b) efforts to hire 
existing employees are unsuccessful. This provision, in itself, would 
effectually bar any significant utilization of outside contractors. At 
the present rate of unemployment, it is highly unlikely that 
railroads would be unable to employ whatever additional employees 
might be needed. 

However, H.R. 9398 goes even farther. Where work is contracted 
out, the contractor would be deemed to be a railroad and his 
employees deemed to be railroad employees, with respect to the 
pertinent labor agreements. 

This is ludicrous on the face of it. 
As railroad employees, the employees of the contractor would be 

covered by the provisions of the Railroad Retirement Act. The 
contractor would pay railroad retirement taxes, both the tier I 
taxes, which are equivalent to social security taxes, and the tier II 
taxes, which provide supplemental retirement benefits for railroad 
employees. However, very few employees of the contractor would 
ever benefit from these taxes, because an employee must have 10 
years of service before becoming eligible for railroad retirement 
benefits. Contractors would also be required to contribute to the 
Railroad Unemployment Insurance Act, even though their employ- 
ees would not likely derive any benefits from the act. 
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In the case of a contractor already working under a union 
agreement, the provisions of H.R. 9398 would essentially require the 
negotiation of a dual agreement, one with the railroad union and 
one with the building trades unions or other unions with which he 
may be affiliated. His employees would be subject to dual union 
dues. 

In short, Mr. Chairman, we are concerned with a provision that 
would work to the disadvantage of the railroad companies, the 
contractor and his employees, and the governmental entities in- 
volved in the rail rehabilitation program. 

Ever since 1966, when Congress passed the legislation organizing 
the Department of Transportation, both business and government 
have been working hard to pull together the various pieces of the 
transportation system. In the last few years, especially, we have 
been struggling to make the best possible use of energy-efficient 
transportation facilities. It is absolutely essential that we do this, 
and absolutely essential that we use our physical and manpower 
resources efficiently in the rail revitalization program. 

Placing artifical barriers to prevent the full utilization of the 
construction industry is not sensible. We strongly urge that the so- 
called labor protective provisions of H.R. 9398 be deleted. 

We very much appreciate this opportunity to present the views of 
the American Road and Transportation Builders Association. 

Mr. RooNEY. Thank you very much, Mr. Hirschman. I just have a 
couple of questions. 

You say that the contracting industry has substantial excess 
capacity? 

Mr. HIRSCHMAN. That is correct. 
Mr. RooNEY. In your judgment, can contractors handle the great 

volume of railroad work and have available the terms of manage- 
ment capability, equipment fleets, manpower? 

Mr. HIRSCHMAN. NO question about it. In Pennsylvania, for in- 
stance, I don't know of any contractor that has any work in 
Pennsylvania now. The whole plant is sitting idle, in the highway 
construction field. 

Mr. RooNEY. I used to be the chairman of the Senate Highways 
Committee many years ago in Pennsylvania, and it was quite active 
in those days. What has happened? 

Mr. HIRSCHMAN. We have had the system where we borrowed 
ourselves out of existence. Our debt service is now so large we can't 
match Federal funds, so we have a moratorium on all highway 
construction until the legislature can decide whether they are going 
to increase funds so we can have some kind of program. In Pennsyl- 
vania, particularly, you have a glut of construction equipment and 
personnel and management. 

Mr. RooNEY. As you know, there are certain special kinds of work 
involved in railroad reconstruction. 

Mr. HIRSCHMAN. Yes. 
Mr. RcK)NEY. And you feel as though there would be no problem 

with your contractors association handling that? 
Mr. HIRSCHMAN. NO, there is no problem. In fact, our company 

right now is doing two jobs for ConRail in bridge rehabilitation, and 
we have done, prior to that, a considerable amount of work for 
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ConRail, various types of construction that we have done and hope 
to continue to do for ConRail. 

Mr. RooNEY. Thank you very much. We appreciate your being 
here today. 

Mr. HiRSCHMAN. Thiuik you. 
Mr. RooNEY. Our next witness will be Mr. William J. Rennicke, 

assistant to the president, Boston & Maine C!orporation. 

STATEMENT OF WILLIAM J. RENNICKE, ASSISTANT TO THE 
PRESIDENT, BOSTON AND MAINE RAILROAD; ACCOMPANIED 
BY RAY B. CHAMBERS, FEDERAL REPRESENTATIVE 

Mr. RENNICKE. Good afternoon. I am William Rennicke, assistant 
to the president of the Boston and Maine Railroad. Accompanying 
me is Ray Chambers, our Federal Representative from Washington. 
The Boston and Maine is a class 1 railroad in reorganization with 
freight revenues in excess of $80 million. The B&M, with its eastern 
connections, provides the only other competitive route to ConRail in 
the Northeast. 

The Boston and Maine wishes to express its concern about the 
provisions in the House and Senate bills which would empower the 
Interstate Commerce Commission to grant trackage rights over the 
lines of an abandoning carrier for any carrier which becomes the 
designated operator of a short line on track which has been 
abandoned. 

As the members of the committee may know, this language 
originated in the State of New Hampshire, which is served by the 
Boston and Mtdne. Mrs. Francis Shaine, Director of the New 
Hampshire State Transportation Authority, testified before the 
Senate about the thinking behind this amendment. In her testi- 
mony she said: "In essence, this would mean that States that have 
the problem of multiple abandonments, for instance in a pattern 
like the branches of a tree, could utilize one short line operator's 
equipment and crews on a number of lines which are connected 
only by an unabandoned main stem." 

As the president of the Boston & Maine, Alan G. Dustin, wrote to 
Senator Durkin last week, "We understand the desire of the State 
to operate state-owned branchlines on an efficient and economic 
basis. We strongly support the concept of the State assistance 
program which keeps traffic on the rails." However, we are con- 
cerned about the language of the trackage rights amendment as it 
now appears in the House bill. We believe it is unduly broad and 
could create chaos if it were to be enacted in its present form. 

As this bill is presently worded, any designated carrier or State 
could request trackage rights over the entire line of an abandoning 
carrier within a given State. This could create serious safety, 
scheduling and traffic problems. 

For the most part, those who have been designated to operate 
branch lines do not have long experience in railroading. Many of 
their crew members are relatively inexperienced and, while compe- 
tent to operate engines on light density lines, they have no training 
in reading the signals and operating on heavily used main line. 
There are no provisions in the langu£ige to require that designated 
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operators be fully trained in order to meet the safety standards set 
by the Federal Railroad Administration or by the railroad which 
operates the main line. 

Second, under labor agreements which are standard throughout 
the industry, the abandoning carrier might be liable to pay its own 
employees for any freight hauled by another carrier across its lines. 
Under the seniority district concept, union members might make 
the argument that they have a right to payment for freight han- 
dling within their seniority district. They would be particularly 
likely to make such an argument in the case of freight which they 
had previously handled. They could come to the abandoning carrier 
with a request for penalty payment and thus any freight movement 
which might occur as a result of this amendment could involve 
double payment for labor. 

Additionally, there is no provision in this legislation to indemnify 
the carrier against the costs of property or personal injury damage 
which might be caused by derailments or other accidents which 
result from the trackage rights given to another carrier. 

We also fear that normal schedules might be interrupted by 
sporatic service with unreliable equipment of the shortline on our 
lines. 

Frankly, Mr. Chairman, we are somewhat puzzled by the appear- 
ance of this language in the legislation. I know of no situation in the 
State of New Hampshire—which has been the primary sponsor of 
this legislation—where this legislation might apply under the situa- 
tion which Mrs. Shaine has described. Further, there has never 
been an approach to the Boston and Maine to seek to work out any 
kind of trackage rights for State-operated lines. We believe that the 
ICC under present law already has the power to require limited 
trackage rights as a condition of its abandonment order. 

We on the Boston and Maine believe that trackage rights can be 
negotiated under present law to allow the equipment and crew of 
one branch line to have access to another nearby branch line so 
that the equipment and crew can be used most efficiently. As in all 
present trackage rights negotiations, the questions of safety, sched- 
uling and indemnification and trackage payments must be worked 
out between the carriers and must be specified in the agreement. 
The Boston and Maine is willing to enter into such negotiations 
with the State of New Hampshire. We believe that present law is 
adequate to cover the kind of trackage rights that the State has 
testified and stand ready to enter into negotiations at any time. 

If it can be illustrated that there is some need for additional 
statutory language, we would not be opposed to language which 
made it very clear that the purpose of the language was to allow the 
awarding of restricted trackage rights solely for the purpose of 
moving locomotives, cabooses and other non-revenue creating rail 
equipment and crews between lines operated by a designated car- 
rier. The language of the legislation—or of the ICC order—should 
include just compensation for trackage rights, indemnification and 
stifety requirements as well. 

While we would not be opposed to such limited language, we are 
deeply concerned at the implications of the trackage rights lan- 
guage now contained in the House bill. It is so ambiguous that 
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States could use it to create State-owned, statewide rail systems, 
taking traffic from main stem carriers and further eroding the 
health of railroads which are already in deep financial trouble. We 
believe it has been the purpose of the Congress to preserve the free 
enterprise railroad system and that the language in this bill moves 
in the wrong direction. 

Mr. Chairman, I am submitting to the committee for its consider- 
ation a copy of the letter which Alan Dustin, President of the 
Boston and Maine, wrote to Senator John Durkin last week. This 
letter further discusses the specific New Hampshire situation and 
underlines our opposition to the broad language of the trackage 
rights provision in H.R. 8393. 

Mr. RooNEY. Without objection that letter will become part of the 
record. 

[The letter referred to follows:] 
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BOSTON AND MAINE CORPORATION 

rRON HORSE PARK 
NORTH BILLERICA, MASS. 

The Honorable John A. Durlcln 
United State Senate 
3230 Dirksen Building ' . 
Washington, D. C. 20510 

Dear Senator Durkin: 

Our Washington Representative, Ray Chambers, has told 
me of your interest in legislative language proposed by the 
State of New Hampshire to provide trackage rights over an 
abandoning carrier to a designated operator of an abandoned 
branch line. 

As I understand it, Mrs. Francis Shaine, Director of 
the New Hampshire Transportation Authority, testified before 
the Senate Commerce Committee that the proposed amendment was 
for the following purpose: 

"In essence, this would mean that states that have 
the problem of multiple abandonments, for instance 
in a pattern like the branches of a tree, could 
utilize one shore line operator's equipment and 
crews on a number of lines which are connected only    . 
by an unabandoned main' stem." 

/ 
The Boston and Maine Railroad understands the desire of 

the State to operate state owned branchlines on an efficient 
a.nd economic basis.  We strongly support the concept of the state 
assistance program which keeps traffic on the rails and can make 
a contribution to the overall health of the railroad industry. 
We are certainly willing, under provisions of existing law, 
to enter into negotiations with the State for trackage rights to 
connect branch lines so that one crew, its engine and caboose 
could be used on several branchlines.  I should note that I 
know of no existing circumsteince in New Hampshire where the 
described situation wouI3"be applicable.  Further, there has never 
been an approach by the State to the Boston ahd Maine to work 
out such an agreement. 

However, at the State's request, the Boston and Maine will 
be willing to enter into such negotiations directly or through 
your good offices.  We see no reason why reasonable trackage 
rights could not be negotiated by two willing parties.  In fact, 
even failing a negotiated two party agreement, it would appear 
that the very new authority requested by New Hampshire already 
exists.  There is no reason why the Commission could not order 
such trackage agreements as a condition of abandonment. 
Obviously, any such rights should include responsibility on 
the part of the designated carrier to meet safety requirements, 
indemnify against property and personal injury claims, protect 
from duplicative labor costs, and provide adequate compensation 
for the trackage rights. 
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Page two — K 

The Boston and Maine is ready to provide a freindly 
connection for all freight from designated carriers, and is 
ready to handle the freight in the most expeditious possible 
manner.  We feel strongly that agreement could be reached and 
pledge to enter into any negotiations in full good faith.' 

As indicated, we see no reason for new legislation. 
However, if it can be demonstrated that legislation is 
necessary to meet the situation that Mrs. Shaine described In 
her testimony, we will be glad to work with your office in 
drafting a proposal.  We feel strongly that proposals we have 
seen are not tightly drawn and could open a Pandora's Box 
of safety, revenue division and labor problems. 

Sincerely, 

Alan Dustin 
President 

AO:ac 
(Dictated from Boston to the 
Washington Office for hand 
delivery.) 

Mr. RooNEY. On page 3 of your statement, Mr. Rennicke, you 
state that you would not be opposed to langu^e limiting the 
provisions of the trackage rights provisions to certain specifications. 
Were you here when Mr. Clapp of the ICC testified? 

Mr. RENNICKE. Yes. 
Mr. RooNEY. He submitted a proposed amendment to this section. 

I wonder if the amendment he proposed would satisfy your 
objections? 

Mr. CHAMBERS. We have not read the amendment. However, it 
sounds like it probably would because they seem to have arrived at 
precisely the same conclusion that Boston and Maine did about the 
broad tracking rights language contained in H.R. 9398. 

Mr. RENNICKE. The thing we are most deeply concerned about is 
that in an area where there is a dwindling economic situation, a 
further erosion of the small amount of traffic that is remaining or 
dividing of that pie between the trunkline railroad and shortline 
operators would only further continually reduce your operating 
economies. As a result I think this division the remaining trunkline 
system might have to be considered for abandonment in the future. 
As much as we are bothered by the financial consequences and 
would like to get out of some of these arrangements, there would be 
nothing that would please us more than to see growth in the area so 
we could economically justify all the lines we operate. 

We are not asking for abandonment in any of the cases we are 
interested in to make our life easier. We are doing that because of 
the severe cash strain it has on the railroad which is in bankruptcy. 

Mr. RooNEY. Thank you very much, gentlemen. 
Our next witness will be Mr. Craig Burroughs, President of the 

Louisiana Midland Railway Company. 

21 -684 O - 78 - M 
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STATEMENT OF CRAIG  E.  BURROUGHS, ON  BEHALF OF THE 
AMERICAN SHORTLINE RAILROAD ASSOCIATION 

Mr. BURROUGHS. Thank you, Mr. Chairman. 
Having observed your penchant for pre-filed statements, I guess 

the first thing I ought to do is apologize for not having had the time 
to prepare one. 

Mr. RooNEY. You are a welcome witness. 
Mr. BURROUGHS. Thank you. I am here on behalf of the American 

Shortline Railroad Association. I guess I have been chosen to accept 
this task primarily because of the experience that I have in develop- 
ing new shortline railroads as a professional carrier and also 
because I am affiliated with three existing and recently created 
shortline railroads, all of which fall into different categories as far 
as the Federal Government is concerned. 

The Louisiana Midland Railway is a 77 mile line in central 
Louisiana which was created from a line which the Illinois Central 
Gulf wished to abandon. The creation of this railroad was done 
entirely as a private enterprise venture with private capital and no 
Federal assistance has or is expected to be involved in the operation 
of that railroad. 

Mr. RooNEY. Do you have any local or State assistance? 
Mr. BURROUGHS. NO, sir, none whatsoever. The Columbus emd 

Greenville Railway of which I am executive consultant and a 
member of the executive committee of the board of directors was 
formed with my assistance in 1975 and the C&G was formed with 
entirely private, locally raised capital, but the C&G has made 
application which was recently approved by the Federal Railroad 
Administration for Federal funding assistance for rehabilitation 
under the 4-R act redeemable preferemce share program to reha- 
bihtate the railroad to class 111 standards in order to be more 
competitive and more efficient. 

The most recent operation which we have become involved in is 
the Erie Western Railway which is the creation of a subsidized 
operation under the 3-R act to take over a segment serving north- 
em Indiana of the old Erie Lackawanna mainline which had 
previously been operated by ConRail under the subsidy program. 

Now I would like primarily to confine my remarks to the so-called 
labor protective provisions of the proposed bill simply because there 
are enough coments that I have on that subject to probably talk the 
rest of the evening and I don't want to get off on other subjects 
because I think this is the single most critical item in the bill as far 
as the efficient operation of designated operators under the Federal 
assistance program is concerned. 

I would like to use the three railroad lines that I have just 
described as examples of what would happen if the imposition of 
prior existing labor agreements were insisted upon in the operation 
of these rail lines. I am going to confine that evaluation strictly to 
the Erie Western since it is the only one that falls under the 
Federal assistance program for operating subsidy. 

Right now Erie Western has 35 employees. Erie Western began 
operation approximately 1 month ago, upon the cessation of 
ConRail operations. ConRail operations were cancelled by the State 
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of Indiana because ConRail's operations were too inefficient for the 
State to afford continued subsidy payments even under the minimal 
10 percent increment which the State was obligated for at the time. 
The State canceled ConRail's agreement and went to the group of 
shippers who were served by the subsidized operation and told them 
that if they wanted continued rail service, they would both have to 
fund it themselves and have to find a responsible operator of their 
own in order to accomplish it. That operator would have to be 
approved by the State and would have to be demonstrably more 
efficient than ConRail. 

With these 35 employees we are operating 50 percent more track 
than ConRail. We are operating 150 percent more service and our 
expected level of expense is approximately one-half of the level of 
expense which ConRail was incurring in the operation of the line. 

The net effect just on operating employees alone, if the Erie 
Western were to be inflicted with the conditions of this proposed 
legislation, would be to increase the number of our operating 
employees, that is, on train crew people, from seven at the present 
time operating in three separate crews to a total of 22 operating in 
five separate crews in order to adhere to the craft line and work 
rule distinctions made under the pre-existing agreements. 

In addition to that, instead of our existing projected payroll for 
on-train employees, including fringe benefits of approximately 
$175,00 a year, the expenses would go up to approximately $770,000 
a year which is an increase of almost $600,000 a year. 

Now we project the potential for break-even operations within 1 
year, at the most 18 months. If we were saddled with an additiontd 
$600,000 a year of expenses, that would mean not only that the 
existing 10 percent share which has been funded prospectively by 
the local shippers served by the line would almost double, and if 
during the next year when under existing legislation the Federal 
share drops to 80 percent and the local share goes up to 20 percent, 
if we were able to break even on our projected operation at today's 
level of estimated costs instead of the imposed level by the pre- 
existing labor agreements, this would still leave us $600,000 short of 
bresik-even if this bill is passed in its present form. This would 
mean that instead of zero subsidy payments as we project at the end 
of a year, the local shippers would have to pick up $120,000 of local 
subsidy share and the Federal Government would still be on the 
hook for the remainder, $480,000. This has the net effect of making 
it virtually impossible to project profitable operations which are 
othewise quite easily attainable, at least we feel that they are easily 
attainable. ' 

I would like to cover some of the reasons why a shortline railroad 
operating under the circumstances we do can attain profitability in 
a situation where ConRail cannot. There are three very good 
reasons why we can operate at a higher level of profitability than 
ConRail. 

No. 1, we have local incentives. The local shippers are paying the 
local portion of the subsidy program. Therefore, they must cooper- 
ate because they have volunteered to. They have insisted that rail 
service be continued. It is to their benefit to continue rail service. 
We also have to depend on what is there locally. We do not have 
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system cross subsidization potential like a large railroad does. If the 
business can be generated logically, a logically managed and oper- 
ated shortline will find the way to generate it. 

My experience in the railroad business includes not only the 
development of shortline railroads but the evaluation of branch line 
abandonment situations for a major trunk line railroad in the 
Midwest which was vitally concerned with overcapacity. In both of 
these positions I have never seen a branch line situation that could 
not have generated more business than it was generating under the 
work rules that are imposed on the trunk line railroads. 

Because of the restrictions in those work rules the railroad is 
prohibited from economically handling many tj^es of business that 
a local operation without those restraints can justify handling and 
can efficiently handle. 

Mr. RoONEY. Does your railroad comply with the previously 
agreed to safety rules? 

Mr. BURROUGHS. Safety rules are imposed by the Federal 
Railroad Administration. Not only are we subject to the same safety 
rules of the Federal Railroad Administration and the larger carri- 
ers, but we are subject to the same public service commission 
regulations, both economic and ssifety by the States, we are subject 
to the same ICC regulations, we are subject to OSHA, EPA, EEOCA. 
We have a very affirmative action program that has to accomptmy 
any subsidized operation. We have all the burdens of service that a 
larger carrier does, but we have the incentive and capability of 
generating more business simply because we have a much more 
confined space within which to generate that business. 

We must live on what is there. We cannot live on what is 
somewhere else and cross subsidize an unprofitable operation. 

The second big adv£mtage that a shortline railroad has is the 
flexibility of being small. Bigger is not necessarily better in the 
railroad business as presumably some people hopefully in positions 
as responsible as yours are beginning to recognize as a consequence 
of fiascoes like the Penn Central bankruptcy. 

As a small carrier we have the capability of utilizing people much 
more efficiently because we can be responsive to the needs of our 
customers. We can make decisions in a much more rapid manner. 
We don't have to send a memo with copies to 32 people in order to 
get a decision to act on a request from a shipper. We have the 
ability to confine the acquisitions of equipment to the service of 
customers on our own line. We have the ability to acquire that 
equipment which in some cases has filluded the larger carriers 
apparently. 

As an example of that, I would like to point out that when 
ConRail was operating this line, the local grain shippers who will 
provide approximately one-half the loadings in this line were able 
to get less than 300 jumbo covered hopper cars for the loading of 
last year's grain harvest. This year we expect to move 3,900 car- 
loads of grain both from this harvest and from a carryover from last 
year that is in storage over the next 8-month period. 

The reason we expect to be able to do that is because our own 
"^it as a private enterprise we have been able to acquire through 

36, not under the guarantee of the subsidy program, but on our 
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own credibility, the lease of 200 jumbo covered hopper cars which 
will be confined entirely to the loadings on this line when needed 
and can be used in other areas of the country when not needed on 
this line by request from shippers. 

Now we are requiring a total fleet almost as great as the total 
number of cars that Ck)nRail was able to supply out of its much 
larger fleet for loadings on this line. If these cars are utilized 
efficiently which we intend to do, we will be able to handle all 390 
originations that we expect in the next 8 months with our existing 
fleet or our in the process of being delivered fleet of 200 covered 
hopper cars. 

We are also capable of acquiring other types of equipment, both 
general service and specialized equipment, to protect the loadings 
on this line which also ConRail was apparently unwilling or unable 
to supply to these people. 

I am not trying to downgrade Ck)nRair8 efforts in any way. You 
must understand ConRail's difficult situation in operating a subsi- 
dized line. ConRail does not really have a great deal of incentive to 
operate a subsidized line efficiently simply because they are guaran- 
teed to cover their costs. By the same token, ConRail is not 
particularly interested in competing for business originated by 
subsidized lines simply because they are only guaranteed of cover- 
ing their costs. They are not guaranteed of making a reasonable 
profit. 

In managerial decisionmaking, any responsible businessman is 
going to put his efforts where he can make profit instead of where 
they can only break even. Consequently, ConRail will put their 
valuable equipment where they can make money with it and not in 
subsidized line situations where all they are going to do is cover 
costs. 

In addition,-ConRail has very little incentive to subsidize these 
lines because if the line is closed, ConRail is the alternative source 
for rail movement and therefore they feel they are going to get a 
good portion of the business an5nvay so why worry about subsidized 
operations ot outlying points where the business could eventually 
through rotation or through intermodal alternatives, some of it 
could gravitate to their nonsubsidized lines where they would at 
least stand a chance of making some profit on it. 

In addition to that, and, again, this is the most critical aspect of 
the whole shortline railroad operating philosophy, we can operate 
more economically because we can operate at local wage scales, 
locally competitive wage scales, without the restrictive work rules, 
restrictive crew sizes, craft line distinctions and arbitraries and all 
the things that have gone into the historical development of trunk 
line railroad labor contracts. 

The whole difference as you can see from my example in operat- 
ing crew costs comes down to labor productivity. If we had to pay a 
full day's pay for 100 miles work, that means on a train crew we 
presently have operating a 230 mile turn-around operation we 
would be paying 2i days pay instead of what normally turns out to 
be about 10 hours pay. 
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I think it is obvious that no private enterprise is going to be 
interested in investing its money, time and talent in an operation 
which stands no chance of ever being profitable simply because it is 
saddled with arbitrary work rules rather than work rules that it 
was capable of negotiating on its own and that were negotiated with 
a duly-elected representative of its employees, not someone else's 
employees. 

Mr. RooNEY. I appreciate very much, Mr. Burroughs, if you would 
just give a summary now of your statement. I think you have done 
very well. 

Mr. BURROUGHS. If you don't mind my taking a few more min- 
utes, I would like to have an opportunity to correct a couple of 
misconceptions that I think Mr. Friedman may have given this 
morning. 

I know he mentioned discussions with shortline railroads and 
made some statements indicating that he knew how the shortline 
railroads felt. He also made some statements on behalf of ConRail 
and on behalf of some of the States, too, which I would personally 
take issue with. 

Mr. RooNEY. We would be very happy to receive that in writing 
and it would become part of the record. 

Mr. BURROUGHS. Thank you. 
[Mr. Burroughs' supplemental statement follows:] 
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SUPPLEMENTAL STATEMENT OF CRAIG E. BURROUGHS 
BEFORE THE HOUSE INTERSTATE AND FOREIGN COMMERCE SUBCOMMITTEE 

ON BILL H. R. 9398 

My name Is Cralg E. Burroughs and I am President of the 

Louisiana Midland Railway Company o£ Jena, Louisiana and the 

Erie Western Railway Compttny of Huntlngton, Indiana.  I am 

also a member of the Board of Directors and Executive Consultant 

to the Columbus and Greenville Railway Company of Columbus, 

Mississippi. 

Louisiana Midland operates seventy-seven miles of track 

in rural central Louisiana and was formed in 1974 to take over 

an abandoned Illinois Central branch line in a totally private 

enterprise venture.  Columbus and Greenville operates one 

hundred eighty miles of track in Mississippi and was formed in 

1975 to take over another Illinois Central Gulf branch line 

which was scheduled to be abandoned.  C & G was purchased and 

has been operated entirely with private capital, but has recently 

been awarded a $3,750,000 redeemable preference share financing 

package by FRA which will enable the railroad to be upgraded to 

forty mile per hour operation.  Erie Western is a 152-mile line 

operating the former Erie Lackawanna Main Line trackage in the 

state of Indiana.  Erie Western is a designated operator under 

the subsidy provisions of the 3R Act and its operations commenced 

September 25, 1977, replacing a designated operator contract 

previously operated by Con Rail. 

I have been asked to submit testimony by The American Short 

Line Railroad Association on behalf of its members as well as on 
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behalf of the three lines with which I am affiliated, all of whom 

are Short Line Association members.  Although we support the 

over-all objectives of House Bill 9398, we are very concerned 

about the serious adverse effects of the so-called "labor pro- 

tective provisions" in that proposed act. 

In passing the 3R Act and later the 4R Act, which enabled 

the creation of designated operators to provide service with 

federal subsidy assistance on lines that would otherwise be 

abandoned.  Congress established several incentives for private 

enterprise entitles to provide efficient and prospectlvely viable 

service to these light-density lines.  These Incentives have 

worked so well that in the first year and a half of the program 

at least a dozen Independent private enterprise short line rail- 

road operations have been created, and at least four more are 

currently In the formation stages.  Most of the operations recently- 

begun or currently in the organizational process are being created 

by local shipper Investment and continued shipper operating subsidy 

support.  Also, many of these lines replaced or are in the process 

of replacing subsidized operations formerly contracted by Con Rail 

which have proved to be too inefficient for states or local 

shipper subsidizers to continue even the small percentage currently 

required from local agencies. 

It would be fair to say that literally hundreds of private 

citizens (primarily local shippers and experienced railroad 

executives) have already Invested millions of dollars In necessary 

organizational and start-up working capital to attempt to establish 

the vlabiljLty under private enterprise management of light-density 

lines which were omitted from the Con Rail system by USRA's final 
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system plan.  At least a thousand railroad employees, who would 

otherwise not have jobs in the industry, are now gainfully 

employed on independent short line railroads receiving financial 

assistance under the 3R and 4R Acts. 

There are a number of good reasons for the proliferation of 

short line designated operators to serve the light-density lines 

which are eligible for federal subsidy.  These Justifications are 

not unique to the subsidy program, but have been justifying the 

existence of private enterprise local service short line railroads 

for over a century.  Of primary concern is the ability to operate 

a short line railroad at lower cost than the same operation con- 

ducted imder trunk line railroad practices.  Short line railroads 

have historically been operated with fewer craft line distinctions, 

more flexible work rules, smaller crew consists, and fewer 

arbitrary contractual restrictions than trunk line railroads.  In 

addition, many short lines have a different pay basis than their 

trunk line connections, competing favorably with local industrial 

wage rates Instead of national rail union pay scales.  The net 

effect of these differences is a level of employee productivity 

on short line railroads which allows them to operate on light- 

density lines at costs per ton mile comparable to those Incurred 

on high-density trunk line railroads. 

A second important advantage of small local service carriers 

is their flexibility to provide the services needed by their 

customers in a timely fashion.  Short lines have the incentive to 

serve since they depend entirely on business which is generated 

at local stations which they serve, the responsible decision- 

making officers are locally headquartered thus making decisions 
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prompt and responsive, and their decisions can be more flexible 

since they are normally hampered by fewer work rule restrictions. 

Short lines are also often capable of providing better 

service through greater frequency of operation due to' the lower 

cost of individual train movements.  In addition, short lines 

are normally able to provide more dependable equipment supply 

than most trunk lines because it can tailor its equipment fleet 

to the needs of a relatively small number of customers.  If the 

short line connects with more than one trunk line, it can also 

offer its customers the cosseting equipment supply and routing 

.alternatives of more than one trunk line, while a local firm served 

on a trunk line branch is usually restricted to the car supply 

and routing alternatives available via that single trunk line. 

Considering the advantageous aspects of local service 

provided by short line railroads, there is one provision in 

Draft Bill H. R. 9398 which would seriously hamper the viability 

of the short line railroad alternative to total abandonment of 

light-density lines.  It would also amount to a complete reversal 

of the congressional intent in the 3R and 4R Acts to provide 

private enterprise with the necessary incentives to find those 

solutions to the branch line problem that are least expensive to 

the taxpayer.  The provision in question is the so-called labor 

protective conditions included in sections 3 and 11 of the pro- 

posed bill.  The disastrous effects of the proposed labor condi- 

tions can be clearly forseen.  First of all, the cost of imposing 

historic trunk line style labor agreements on short line operations 
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can be readily measured.  As an example, on the Erie Western, 

continued operation at the current level of service under the 

prior union agreements means that the number of on-train employees 

would have to be increased from 7 to 22.  The expected annual pay- 

roll and fringe costs of on-traln employees would increase from 

the present $175,000 to an estimated $770,000 per year, or an 

increase of almost $600,000.  The cost increases in non-train 

service classifications are harder to estimate because it is not 

clear how many currently uimeeded job classifications would have 

to be restored.  However, the differences in computing pay and 

assigning work would, by themselves, increase Erie Western's 

projected costs by at least $150,000 a year.  Since Erie Western, 

under its current style of operation, projects break-even opera- 

tions within eighteen months, the entire burden of this increase 

of at least $750,000 in expenses each year would have to be borne 

by the taxpayer and the local shipper subsidlzers. Under these 

circumstances no projection of future profitability would be 

realistic, and the withdrawal of local shipper subsidy support 

would be inevitable. ' 

The effects of restrictions on contracting work to outside 

firms would also be very expensive to an operation like Erie 

Western since we have no on-line locomotive maintenance or repair 

facilities.  The proposed provision for restricting this work to 

rail union labor would require the construction of an expensive 

maintenance shop and the restoration of Inefficient craft line 

distinctions which would mean hiring far more employees than 

necessary to maintain Erie Western's small fleet of locomotives. 

If labor conditions are interpretted literally, Erie Western 
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could be in a uniquely disastrous situation because it serves a 

former trunk line seniority district headquarters.  There were 

over two hundred operating employees assigned to the seniority 

roster at this station, operating fourteen trains a day in 

each direction.  Erie Western could hardly afford to restore these 

Jobs, which were covered by the previously existing labor agree- 

ments, unless it could somehow miraculously generate traffic 

sufficient for fourteen trains a day in each direction. 

The most certainly predictable result of the passage of this 

labor protective condition would be the rapid elimination of most 

of the existing subsidized short lines.  This would result in: 

fewer railroad employees, not more; less traffic to support the 

protected Jobs on main line non-subsidized railroads; less in- 

come for the already troubled Railroad Retirement System.  Under 

these circumstances, the proposed language of Sections 3 and 11 

of H. R. 9398 could hardly be characterized as "labor protective." 

It would seem much more appropriate to call them "rail union 

monopoly" provisions.  The actual employees who were subject to 

the prior collective bargaining agreements are in reality the most 

highly protected people In the world.  They already enjoy the 

protection of these collective bargaining agreements, plus the 

Penn Central or Erie Lackawanna merger agreements and the 3R and 

4R Act labor protective conditions.  Lines becoming abandoned in 

the future are subject to the standard ICC labor protective condi- 

tions which are similar to those in Section S of 3R.  No union- 

represented employee of the former bankrupt railroads is out of 

work or earning less money because of lack of labor protective 

conditions. 
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This fact raises two very serious, possibly even monumental, 

moral questions.  The first of these questions is whether it is 

appropriate for Congress to deny employees the right to elect 

their own representative for collecting bargaining purposes.  The 

second is whether it is proper for Congress to Impose a collective 

bargaining agreement on two parties who have not had an opportunity 

to participate in the bargaining negotiations.  All previous 

federal legislation and case law precedents have Insured and pro- 

tected the rights of employees to determine their own collective 

bargaining representative or to reject any proposed collective 

bargaining representative.  Congress has also consistently taken 

the position historically that it must not interfere in the free 

working of the collective bargaining system.  The replacement of 

existing management employee agreements and relationships by an 

imposed contract with a representative not chosen by the employees 

and not bargained by the employer sounds very much like the moral 

code of a totalitarian dictatorship, not that of the greatest 

protector of democratic freedom on Earth. 

Another certain and serious effect of the proposed union 

monopoly provisions would be the loss of substantial amounts of 

private capital already invested in the start-up of designated 

operator short lines.  A common misconception, particularly among 

labor union people, is that designated operators are assuming no 

risk because their losses are theoretically covered by the subsidy 

program.' In actual fact, a substantial amount of head-end capital 

is required to start any railroad, whether subsidized or not, 

because every operation requires working capital and long-term 
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assets which are not readily recoverable or which m^y never 

be recoverable under the subsidy program.  Even those expenses 

which are recoverable can take more than fifteen months to be 

restored through subsidy payments to the operator.  The amount 

of profit that an operator can earn Is also severely restricted 

by the subsidy program regulations and the only way that a 

designated operator can realistically hope to make long-term 

profits la to plow back every available dollar into the eventual 

acquisition of his particular line for permanent non-subsidized 

operation.  It would therefore seem extremely unfair for Congress 

to reverse its position on labor requirements at this point since 

it would cause the loss of substantial capital already invested 

and would eliminate many operations which are already well on 

their way to private enterprise viability.  Finally, the penalty 

which the proposed labor conditions would Impose on the taxpayer 

is substantial.  He must either ante up greater and greater sums 

for the subsidization of less efficient light-density lines, or 

he must face the economic and environmental effects of their 

abandonment.  These effects would Include more highway truck 

traffic with less efficient fuel consumption and greater danger 

to public safety, higher costs of transportation service and highway 

maintenance In rural areas, and less potential for the future 

economic development of substantial geographical areas of the 

country. 

All of the above detrimental effects of the proposed union 

protection provisions in H. R. 9398 require us to strongly oppose 

their Inclusion in an otherwise desirable piece of legislation. 
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Before closing, I would like to correct some nfftsconceptlons 

that were presented to the subconmlttee by United Transportation 

Union witnesses In the hearing held on October 19, 1977.  In his 

answers to questions from members of the subcommittee, Mr. Friedman, 

representing Mr. Snyder of the United Transportation Union, made 

several representations concerning the feelings of other parties 

who were also presented at the hearings.  UTU's representatives 

attempted to broadly characterize the feelings of ConRall, of 

State governments, and of short line railroads concerning the 

operation of light-density subsidized lines and the effects of the 

proposed union protective conditions thereon. 

Our actual experience indicates that Mr. Friedman is either 

not very well Informed or was engaging in intentional misstatement 

in order to put his client's position in the most favorable light. 

For example, Fr. Friedman stated that ConRail is the only willing 

operator of subsidized branch lines and that the system will there- 

fore not be hurt if legislation makes it practical for ConRall to 

be the only operator of subsidized lines.  This statement totally 

Ignores the facts that there are already twenty short line railroad 

designated operators In the subsidy program (some of these rail- 

roads were in existence before April 1, 1976), and that ConRail 

Is currently in the process of withdrawing from subsidized opera- 

tions as quickly as it can.  Mr. Friedman also indicated that Con- 

Rall was the best carrier to designate as operator of a subsidized 

line despite the fact that several witnesses from state agencies 

involved in administering the subsidy program testified that ConRail 

is the least' efficient designated operator.  The experience of our 
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formerly Con Rail served shippers on the Erie Western bears out 

this fact.  Con Rail's expenses are not only unreasonably high 

In relation to the work accomplished, but they also have no 

incentive to try to develop traffic from the subsidized operations. 

Since all of their costs are guaranteed, no significant amount of 

profit can be earned by Con Rail from the operation of a 

subsidized line.  They have an understandable managerial tendency 

to utilize their talent and their equipment on their non-subsidized 

lines where some hope of profit can be expected.  In addition, if 

a subsidized line were no longer operated. Con Rail Is normally 

the nearest source for alternative rail service, and it could 

therefore potentially benefit from the abandonment of the subsidized 

operation.  The continued existence of independent short line 

designated operators is thus critical to the ultimate private 

enterprise success of the rail assistance program. 

vnille Mr.  Friedman also stated that state agencies should 

have little difficulty administering their program under the 

union protective provisions (a position that was soundly refuted 

by state agency testimony) I am most offended by his characteri- 

zations of short line railroad designated operators.  The UTU 

testimony was liberally sprinkled with the allegation that short 

line operators are in some way "substandard", leaving the impres- 

sion any operator who does not subscribe to trunk line labor 

agreements is an unscrupulous exploiter of oppressed labor.  On 

the contrary, short line designated operators are subject to a 
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much higher degree of public scrutiny than any other category of 

carrier.  In addition to being subject to all standard railroad 

environment, economic and safety regulations (including ICC, FRA, 

Public Service Commission, EPA, EEOC, OSHA, and others), a short 

line designated operator must pass careful scrutiny at the state 

agency level before receiving designation and must submit to 

detailed regular auditing review throughout the life of a subsidy 

contract.  In addition, short line designated operators are 

investing private capital in order to begin such operations instead 

of simply recycling federal money as Is the case with Con Rail. 

The level of integrity, dedication, and professionalism on these 

operations is very high simply because no operator could cope with 

the thoroughness and complexity of today's regulations without having 

high standards.  These high standards extend to the earnings, 

fringe benefits, and working conditions of all employees.  As a 

rule, the wages paid by independent short line designated operators 

are above the prevailing industrial wage scales in their area, 

and in fact most of these lines are being operated with experienced 

personnel recruited from the ranks of the so-called standard rail- 

way operating crafts.  As an example, six of our seven on-train 

operating employees on the Erie Western were recruited from trunk 

line railroads (mostly Con Rail), and they are dues paying railroad 

brotherhood members.  By no stretch of the imagination could our 

operations or the operations of most designated operator short 

lines be characterized as "substandard". 

21-S84 O - 78 - 24 
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There were also some very Interesting inconsistencies In the 

UTU's testimony about what they themselves are willing to do.  On 

one hand, Mr. Snyder testified that it was very desirable to main- 

tain the status quo, yet on the other hand he indicated that UTU 

would have no difficulty reaching modified agreements reflecting 

the needs of short line operators.  Our experience In dealing 

with UTU is that in a public statement they will admit a willing- 

ness to do almost anything, but when it comes down to hard bargain- 

ing, no change from the status quo will be made without extracting 

a pound of flesh.  Since the wording of the proposed union pro- 

tective condition is unequivical in its reinstatement of prior 

contracts and union representation designations, there would be no 

real incentive for the unions to bargain modified terms.  Even If 

they were willing to bargain such terms, the mere existence of 

preexisting contracts during the period of renegotiation would 

have the effect of putting short line designated operators out 

of business.  Another very real possibility Is that economic 

consideration might keep the unions from even entering into 

bargaining in the first place since it is a money-losing proposi- 

tion for them to have expensive bargainers tied up in special 

negotiations for a bargaining unit of less than ten member 

employees. There are in fact many non-union short lines in this 

country simply because small bargaining units are often too 

expensive to organize and represent. 

Let me close by reiterating the strong opposition of short 

line railroads to the disastrous consequences of the proposed 

union protective provisions contained in H. R. 9398.  I would 

also like to thank Chairman Rooney and all the subcommittee 

members for the opportunity which I had to present oral 

testimony and this written statement on behalf of the members 

of The American Short Line Railroad Association. 
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The next to last witness will be Mr. William L. Withuhn, Vice 
President of the Virginia and Maryland Railroad, Cape Charles, 
Virginia. 

STATEMENTS OF WILLIAM L. WITHUHN. VICE PRESIDENT. VIR- 
GINIA & MARYLAND RAILROAD COMPANY; AND MARYLAND & 
DELAWARE RAILROAD COMPANY; AND HAROLD WESCOAT, 
ACCOMACK-NORTHAMPTON TRANSPORTATION DISTRICT 
COMMISSION 

Mr. WITHUHN. I would like to suggest the last two witnesses 
appear together in the interest of time. Mr. Wescoat is the member 
of the Commission that holds our contract to operate. 

Mr. Chairman, I am William L. Withuhn, Vice President of the 
Virginia & Maryland Railroad Company and of the Maryland and 
Delaware Railroad Company. With me is Mr. Harold Wescoat 
representing the Accomack-Northampton Transportation District of 
the State of Virginia. Mr. Wescoat also represents and is a member 
of the board of supervisors for Northampton County and for the 
record a member of the Delmarva Advisory Council which has 
economic interests for the region as a whole. 

I would like to apologize, sir, too, for the delay in getting our 
testimony prepared. We found out Monday morning about the 
hearing and about the language. With your indulgence I would like 
to paraphrase my statement. 

Mr. RooNEY. Your statement will become part of the record. 
Mr. WrrnuHN. The lines I represent now provide essential rail 

freight services on the Delmarva Peninsula. I know you heard a lot 
about this this morning. 

I would like to move to the second page of my testimony and 
begin at the second paragraph where we discuss our problems with 
H.R. 9398 in sections 3 and 11 as presently drafted. 

As you can see in looking at my statement, I was using a version 
of the language which has been obsolete for at least a week. 
However, we had a chance this morning to study sections 3 and 11 
and also to hear the remarks of Mr. Friedman. It still is our feeling 
that the result of this language, Mr. Chairman, will remove any 
hope of solvency for the lines we operate. Let me explain that. 

We are operating track in Virginia which cost ConRail $6.7 
million to run last year. We are doing it for $3 million a year and 
improving service at the same time. This severe cost reduction, over 
half, is just bearly enough to make the system affordable. We are 
still in the red and the people in two counties in Virginia are paying 
10 percent of our deficit with their tax dollars. This subsidy cannot 
go on forever and local taxes will probably bear some burden during 
the life of the legislation. 

Thus, local tax funding and an end to all subsidy in the long run 
is an integral part of our economics. I am sure a lot of people come 
before this subcommittee with a tin cup forward. We had hoped to 
do something rather different. We have been operating this line for 
6 months. It is now very clear to us in the trends of the economic 
figures that we can be entirely self-sufficient after the Federal and 
local funding program expires. With wise spending of rehabilitation 
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money to upgrade right-of-way, with a marketing effort to attract 
new business to Delmarva and further business from the customers 
there now and with local management to provide better service, we 
see clearly we can turn the situation around and provide the kind 
of service that will allow Delmarva to grow and prosper. 

H.R. 9398 would change all that. We feel it would do so, Mr. 
Chairman, because of the unclear language that is now in sections 3 
and 11 of the bill. It is our feeling that the rights of any group of 
employees to bargain to have representation elections, to come to 
agreement with their employers are very well protected under the 
Railway Labor Act and under the National Labor Relations Act and 
in fact when we began discussions to operate the trackage on 
Delmarva prior to April 1, we contacted representatives of the UTU 
to ask what we in fact could do to work in cooperation to help keep 
the traffic flowing to the union men working north of Pocomoke 
City. 

What we were informed of at that time by members of the UTU 
was that if we were to offer employment to men who were not 
protected under title V of the 3-R act, that this would be a good step 
forward in cooperation. We interviewed and tendered offers of 
emplojTnent to about 15 people who had formerly worked for 
ConRail who were not protected under title V and may not work for 
us today. We consider these valuable employees who come trained 
and.provide service to us. 

However, with the language in H.R. 9398 it is unclear to us how 
this will affect us when our contract is renewed at the end of the 
year. It is very unclear to us at what date the effect of whatever 
prior agreement is to be used as the basis of negotiations, what that 
date is to be. If by whatever language is chosen by this subcommit- 
tee, Mr. Chairman, if we are in fact forced under legislation to 
grant union style pay scales and would have to grant work rules 
such as has been elaborated by Mr. Burroughs, we would simply be 
forced to stop operations. There is no more money to run the 
system. 

Mr. RooNEY. I think Mr. Burroughs said that his operation is 
within the confines of the FRA and he has to abide by those rules. 

Mr. WiTHUHN. There is no question with us about the FRA rules 
and all the various other rules by the others, the litany of organiza- 
tions. We have had FRA inspectors visiting us to see our operations 
are safe and we are in full agreement with all Federal regulations. 
Our problem is with our cost. As I mentioned before, we took a 
piece of line in Virginia which cost ConRail $6.7 million to operate. 
We are doing it for $3 million. We are just to the point where it 
looks as if a few more years of rehabilitation to improve economies 
of operation will make us indeed self sufficient. 

My own judgment of that statement, Mr. Chairman, comes from 
my experience of about 10 years with a shortline in New Jersey 
which is probably at this point the only profitable railroad in the 
State. It has never had any subsidy of any sort. It has a great deal 
of success. 

Mr. RooNEY. Where is that? 
Mr. WiTHUHN. From Flemington, New Jersey down to 

Lambertville. It is a tourist style operation but now it derives the 
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preponderance of its operation from freight service. We have care- 
fully analyzed the impact of proposed operated work rules and 
union style pay scales on our operation. 

For the train service and office people our wage and benefit costs 
would escalate from $200,000 a year to over $683,000 a year for the 
Virginia and Maryland lines. That assumes 3-man crews on our 
main line work. We are trying to be very conservative. We suppose 
the union would first want us to have at least 4-man crews, but we 
don't want to be accused of overstating our case. The $683,000 a 
year is based on 3-man crews. 

For the Maryland and Delaware line, the corresponding increase 
would be from $142,000 now to over $425,000 under the bill. The 
combined increase in our deficits for both lines would thus be over 
$669,000. And that does not include track repair people because of 
the jurisdictional dispute of the two lines that testified today. It 
appears to us that including track people that would add another 
$150,000 to $200,000 more to the deficit if they were covered by 
railroad style rules. 

An important point is that these greatly increased costs could not 
all be passed on directly to shippers. Shippers' rates are fully 
regulated under the ICC. Therefore, the expanded costs can be paid 
from only one source: The State, local and Federal taxpayer. 

The effect should be clear enough, when the subsidy stops or 
when the local share goes much over 10 percent of this inflated 
burden, our railroad stops. 

That means some 80 railroad people and railroad car-float people 
lose their jobs, the 40 shippers we serve suffer severe loss or go out 
of business on Delmarva altogether. 

Let me say, Mr. Chairman, a lot of people say businesses need 
railroads. The 40 shippers we serve on Delmarva are the last hold- 
outs. Every particle of business that could possibly be hauled by 
trucks has gone that way a long time ago because of the long 
neglect by Penn Central. 

These 40 shippers depend on rail service and would have to 
severely curtail operations without it. Numerous employees of these 
firms lose their jobs. This amounts to a body blow to the whole 
Delmarva economy. In addition, new raU-served businesses would 
no longer consider locating on Delmarva, and the economic down- 
ward spiral would accelerate. 

A large number of United Transportation Union jobs would also 
be lost. Without our lines running south of Pocomo City, the 
ConRail mainline through Delaware would immediately lose some 
10,000 to 12,000 cars a year of through traffic. This comes from our 
own car count experience. This loss to ConRail's Delaware traffic 
would mean that much of ConRail's line in Delaware would no 
longer meet the USRA viability test, and further abandonments in 
Delaware would be economically inevitable, with obvious impact on 
ConRail employees. 

We pay our employees more than the prevailing industrial vfage, 
plus a full health and accident insurance program for employees 
and families paid for fully by the employer with no employee 
contribution—the plan is identical to that on many large railroads 
today—plus full  railroad  retirement.  As the president of AAR 
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pointed out, that retirement includes tier I as equivalent to social 
security, and tier II, which is really equivalent to having a pension 
plan in addition to social security for our employees, and we pay 
that as any railroad does, for a normal work day, with overtime 
over 8 hours. 

We observe all employee hours-of-service limitations, grant paid 
holidays and vacations, and have employees participate in assigning 
work schedules. Strangely, we have no trouble attracting skilled 
personnel for a safe and professional operation, fully in compliance 
with all FRA regulations as determined by FRA inspectors visiting 
us on site. 

As I mentioned previously, some of our key people in fact had 
worked for ConRail previously and had decided that we in fact had 
a better chance of future operations on Delmarva than ConRail did. 
Coming from an employee, I think that is a pretty strong 
endorsement. 

From a standpoint of law, the thing we find most frightening 
about the language now in H.R. 9398, however it might be written, 
the ultimate effect of which would be to require some negotiations 
to begin with, some sort of imposed contract from the past, from 
whatever period in the past, is this: The bill attempts to legislate to 
nonunion businesses the results of collective bargaining in union 
businesses, without having to go through real, proper collective 
bargaining. The government is to impose the results of bargaining 
without real bargaining. This is wholly unprecedented in any labor 
legislation in this country to date. 

Nowhere in any U.S. labor law to date are collective bargaining 
agreements imposed by law on an unorganized company. In all the 
nation's labor law—the National Labor Relations Act as well as the 
Railway Labor Act—the government takes the role of neutral who 
insures the rights of unions to organize, to hold representation 
elections, to bargain, and to maintain contracts. 

We have no difficulty whatsoever with those laws. As I mentioned 
to you, we in fact contacted the union before we began to see how 
we might cooperate for the benefit of the region. The government 
protects an agreement, but first these parties have to work out an 
agreement; the government does not impose one unilaterally, except 
parenthetically perhaps under the current language of H.R. 9398. 

The language now in H.R. 9398 was no doubt intended to attach a 
condition to granting of Federal funds, and certainly any reasonable 
condition can be attached to the spending of taxpayers' funds. But 
the language sets a new and dangerous precedent by taking the 
government out of the role of neutral in collective bargaining; the 
government now becomes a sponsor of one side of the bargaining. 
Therefore, there can no longer be bargaining; there is just unilat- 
eral imposition of contract provisions without any bargaining at all. 
Not even Britain has such a law. 

I think too, Mr. Chairman, just as a quick aside, that this issue 
was probably made fairlv clear about which we are testifying today. 

In summary, Mr. Chairman, we beg the subcommittee to recon- 
sider. It seems to us that the sponsors of the new labor provision have 
forgotten one key fact: this new labor section can only be supported 
if the U.S. taxpayers agree to foot the bill, forever. Only by never- 
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ending subsidy can such conditions on short-line railroads be 
supported. 

The jobs of our 80 employees, plus many union jobs, plus the 
economy of an entire region, are threatened by this bill. The 
Federal money so far invested in us is put in jeopardy. Compounded 
on this is a dangerous legal precedent which we feel runs counter to 
the principles in all the nation's labor law. 

We beg the subcommittee to reconsider and not destroy the very 
wise changes in H.R. 8393 and H.R. 8225, which we wholly support, 
which we feel are very timely and very well-considered. 

I thank the chairman and members of the subcommittee for their 
kind attention. I will be happy to answer any questions, as will Mr. 

[Mr. Withuhn's prepared statements on H.R. 9398 and H.R. 8225 
follow:] 

STATE^ENT BY 

WILLIAM L. HITHUHN 

VISCDIIA & MARYLJUtI) RAIUtOAD 
MARYLANS & DELAWAKE RAIUtOAD 

before the 

HOUSE SUBCCHMinCE  ON TRANSPORTATICK AND COSCRCC 

October 19,  1977 

ON  H.R.   9398 

Mr. Chairman;    Members of the Subcomnlttee.    I an Wllllan L. Uithuhn, 

and I am a vice president  of the Virginia & Maryland Railroad Co. and of the 

Maryland & Delaware Railroad Co.    The lines I represent now provide essential 

rail freight services en the Delmarva Peninsula, under plans developed by 

Virginia, Maryland, and Delaware to provide themselves with a viable rail freight 

system for the Delmarva region. 

We serve as contract operators of rail lines under Sec. 30& of the 

Regional Rail Reorganization Act.    We  serve soeie forty shippers on the Peninsula, 

most of them small,  but all vital to the economy of the region.    Nearly all these 

shippers ^ manufacturing companies,  food processors, publishers,  lumber yards, 

fertilizer ccnpanies,  fish processing companies,  building supply ccmpanies, export 

grain shippers, propane gas companies, chemical plants, contractors,  farmers, 

seed ccopanies, warehouses — simply cannot do business without rail service. 

These people, together with their local government representatives, 

hcve struggled for years to preserve their rail service.    After years of neglect 

under Fenn Central,  after the collapse of alternative plans for other carriers 

to extend Into Delmarva,  and after a year of unbearable cost ovemms by Conrall, 

these people have finally put together their own railroad.    Now we find that 

legislation Is proposed which would literally sabotage this whole local effort. 
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This Subcomnlttee,  and its Heinbers> created Che legislation which 

permitted the people of Delmarva to try one more tine to save their rail 

system.    The provisions for combined Federal and local funding In the "3R" Act 

provided the wherewithal.    Kow It appears that all this Federal^ State, and 

local funding  is to be wasted. 

HR 9398,  In Its present fom before this Subcoomlttee, contains a provi- 

sion which would require us,  "... to apply to [our] eaployees the practices and 

procedures maintained in the railroad industry pursuant to Section 2 First of 

the Railway Labor Act...."   This language has but cne clear effecti    any hope 

of solvency for the lines we operate would be rendered utterly impossible. 

Let me explain.    We are operating track in Virginia,  for example, which 

cost Conrall $6.7 million to run last year.    Ue are doing it for $3 million a year, 

and improving service at the same time.    But this severe cost reduction — over 

half — is just barely enough to make the  system affordable.    He  are  still  in 

the red,  and the people in two counties of Virginia are paying IQZ of our deficit 

with their local tax dollars.    Even with an extension of the Federal share of 

our subsidy,  this subsidy cannot go on forever,  and local taxes must bear seme 

share of the burden during the life of the subsidy legislation.    Thus local tax 

funding,  and an eventual end to all subsidy over the long run,  is an Integral 

part of our economics. 

I'm sure a lot of people ccoe before this Subcomnlttee rattling the tin 

cup.    He had hoped to do sanething rather different.    After six months of opera- 

tion, we now know that we can be completely self-sufficient after the Federal/ 

local funding program expires.    With wise spending of the rehabilitation money 

to upgrade the rlghts-of-way over the next few years, with a marketing effort 

to attract new business,  and with local management to provide better service 
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tailored to loesl need, «e see clesrlT now that ve can turn the situation 

around and provide the kind of service which will allow Delnarva to grow and 

prosper. 

But HR 9398 would change all that.    As worded In the bill,  designated 

operators like ourselves would have to grant union-style pay scales and ve 

would have to grant "Vork rules" such as (a) four-man crews on all trains, re- 

gardless of circumstances)    (t>) rules which prevented "yard" crews fron doing 

any work on the oainllne, and vice versai    (c) rules which prevented trsnsporta- 

ticn employees fron being assigned to any other duties on days when trains don't 

run;    (d) rules which prevented trained maintenance people frcn running locomo- 

tives;    (e) payment of a full day's wages for a 100-nile run,  regardless of 

whether the run was completed in less than eight hours)    etc., etc. 

Mk haive carefiilly analyzed the  impact all this would have on our opera- 

tions.    For train, equipment-maintenance, and office people,  our wage and fringe- 

benefit costs would escalate from $297,000 per yeax to over $683,000 per year 

for the Virginia & Maryland line.    For the Maryland & Delaware line,  the corres- 

ponding Increase would be from $142,000 now to over $425,000 under the bill. 

The CQDbined Increase  in our deficits'for both lines would thus be over $669,000. 

And that does not  include track repair people.    Including these people would 

add about $150,000 to $200,000 more to our annual deficits. 

An important point is that these greatly increased costs could not  all be 

passed on directly to shippers.    Shippers' rates are fully regulated under the 

ICC.    Therefore, the expanded costs can be paid fron only one source;    the State, 

local,  and Federal taxpayer. 

The effect should be clear enough;    when the subsidy stops,  or when the 

local share goes much over lOZ  of this inflated burden,  our railroad stops. 
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That means scne 80 railroad people and railroad car-float people low 

their Jobsi the forty shippers ve  serve suffer severe loss or go out of business 

on Delmarva altogether,  and numerous employees of these firsts lose their Jobs* 

This amounts to a body blov to the whole Delmarva economy.    In addition, new 

rail-served businesses would no longer consider locating on OelisMrvat and the 

economic downward spiral would accelerate. 

A large number of United Transportatico Union Jobs would also be lost. 

Without our lines running, the Conrail mainline through Delaware would iimediatcly 

lose sooe 10,000 to 12,000 cars a year of through traffic.    This loss to Ccnrail's 

Delaware traffic would mean that much of Coorail's line in Delaware would no 

longer meet the USKA viability test,  and further abandonments in Delaware would 

be econonically inevitable, with obvious  Impact  on Conrail employees. 

He pay our employees more than the prevailing Industrial wage, plus a 

full health and accident Insurance program for employees and families paid for 

by the employer with no employee contributioa (the plan Is identical to that oa 

many large railroads today), plus full Railroad Retirement,  for a notval workday, 

with overtime over eight hours.    We observe all employee hours-of-service limita- 

tions, grant paid holidays and vacationst and have employees participate in 

assigning work schedules.    Strangely, we have no trouble attracting skilled per- 

sonnel for a safe and professional operation,  fully in compliance with all IRA 

regulaticos as determined by (RA inspectors visiting us on site. 

Fran a standpoint of law, the thing we find most frightening about the 

language now in HR 9398 is thisi    the bill attempts to legislate to non-union 

businesses the results of collective bargaining in union businesses, without 

having to go through collective bargaining.    The government  is to impose the 

results of bargaining without bargaining.    This is lAolly unprecedented in any 
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labor leglslatloD In this country to date. 

Nowhere In any U.S. labor law to date are collective bargaining agree- 

ments Imposed by lav en an tmorganlzed cciq>any.    In all the nation's labor law -> 

the National Labor Relations Act as well as the Railway Labor Act — the govem- 

nent takes the role of neutral who insures the rights of unions to organize, to 

hold representation elections, to bargain, and to maintain contracts.    The gov- 

emoent protects an agreement, but first the parties have to work out an agree* 

menti    the goveminent does not  iiif>ose one unilaterally.    The language now in 

HR 9398 was no doubt intended to attach a condition to granting of Federal funds, 

and certainly any reasonable condition can be attached to the spending of tax- 

payers' funds.    But the  language  sets a new and dangerous precedent by taking 

the government out of the role of neutral  in collective bargaining)     the govern- 

ment now becooes a sponsor of one side of the bargaining.    Therefore, there can 

no longer be "bargaining";    there  is just unilateral irapositioo of contract pro- 

visions vlthout any bargaining at all.    Not even Britain has such a law. 

In summary, we beg the Subcommittee to reconsider.    It seems to us that 

the sponsors of the new labor provision have forgotten Ofie key factt    this new 

labor section can only be supported if the U.S. taxpayers agree to foot the 

bill — forever.    Cnly by never-ending subsidy can such conditions on shortline 

railroads be  supported.    The  jobs of our  80 employees,  plus many union jobs, 

plus the economy of an entire region are threatened by this bill.    The Federal 

money so far invested in us is put in Jeopardy.    Compounded on this is a dangerous 

legal precedent which runs counter to the principles in all the nation's labor 

law.    He beg the Subcommittee to reconsider and not destroy the wise change* in 

HR 8393 and HR 8225 by this new and controversial language. 

I thank the Chairman and Members of the Subcommittee for their kind 

attention. 
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STAlEMENT BY 

KILLUIl L. WITHUIOI 

VIRGINU & KARYLAKS RAILROAD 
HARYLAKD & DELAWARE RAILROAD 

ON  H.R.   8225 

Mr. Chalman;     Members of the Subconmittee.     I am William L. Wlthuhn, 

and I am a vice president of the Virginia & Maryland Railroad Co. and of the 

Maryland & Delaware Railroad Co.    I thank the Chairman for permitting me to 

bring my statement to the attention of the Subcommittee.    The lines I represent 

noH provide essential rail freight services on the Delraarva Peninsula, vmder 

plans developed by the three Delmarva states to provide themselves with an 

alternative, low>cost, rail service system. 

I cone before you with two purposes in mind.    First,  I want to voice 

strong support for the bill recently Introduced by Representatives Evans, Baunan, 

and trible,  HR 8225. 

This bill, KR 8225, would facilitate interstate transfers of funds under 

the Regional Rail Reorganization Act,  if such transfers are clearly in the inter- 

ests of the requesting states.    I regard such transfers  as absolutely essential 

to the success of the rail rehabilitatlcn program now in progress on Delmarva. 

The three state Secretaries of Transportation of Virginia,  blaryland,  and Delaware 

firmly share this view, and tbey have ccmnunicated this to the US Department of 

Transportation.    Delmarva is a close-knit geo^aphic region shared by three 

states.    Without the ability of Delaware, for example, to be able to sbaiw  its 

allocation of funds directly with Virginia, the state of Delaware may lose its 

rail connectlcn to the south.    This vital rail connection passes south through 

the Delmarva Peninsula via Virginia's Eastern Shore.    This rail link passing 

through Virginia provides all of Delmarva with its only rail outlet south and 

(1) 
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Is indispensable to many Pelnarva shippers.    Virginia does not have sufficient 

funds to adequately rehabilitate its part of the Delnarva line, while Delaware 

has funds it cannot now use under the Act.    In such a situation,  Delaware's 

"excess" funds are not excess at all,  but should be used on the Peninsula for 

the benefit of the people of Delaware,  by preserving Delaware's southern 

connection. 

Hy second purpose in coming before you is to bring something to your 

attention which may affect your writing of legislation for light density rail 

lines.    I refer to the various proposals to extend the Federal subsidy for 

such lines. 

Insofar as these proposals would ease the  local rail subsidy burdens 

of states and localities, we are very much in favor of these proposals.    In 

Virginia,  for example, the raising of the local share of the Federal subsidy 

has worked severe hardship on local county finances.    With the Increase next 

year of the local share to 20 per cent, the affected counties In Virginia will 

be hard pressed to raise their share.    In Maryland, where the Maryland i Dela- 

ware Railroad is scheduled to begin service under state contract In August, an 

extension of the Federal subsidy would greatly ijnprove chances of long-term 

success. 

However, the managers of the lines 1 represent know very well that 

prolonged or indefinite subsidy cannot £SF tolerated w either local or national 

tai^ayers.    Ue view it as essential to put the lines we operate on a self- 

supporting basis as rapidly as possible,  and to ellninate the need for subsidy 

altogether by the end of a reasonable period. 

To that end, ue hove cut operating costs en the 96-mlle, Poconoke (Md>) 

to Korfolk (Va.) line we now operate by more than 50 per cent below Conrail's 

costs to operate the same line last year, while we are providing the sane level 

C2> 
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of service.    Howeverf ve now find, to our dismay, that the benefits of this cost 

reduction cannot accrue to us, nor accrue to the taxpayers  of Virelnia and 

Delinarva. 

The issue is the diversion of funds Identified by Consxess for local 

rail operating costs>    I caimot put this too strongly. 

Let me explain what I mean by diversion of funds.    Conrail,  by giving up 

operation of the lines we now operate,  has eliminated all of its on-branch costs 

of running these lines.    Yet Conrail is insisting,  for reasons of its own,  on still 

keeping the preponderance of the revenues derived from these lines.    Conrail 

does this by iiiq>osing inequitable formulas fear the sharing of revenues oo car* 

interchanged with us« 

Under the revenue formulas iiqiosed by Conrail, Conrail is keeping a 

share of the revenues derived co our traffic far beyond the share needed to cover 

its own costs.    Conrail is keeping a share of interchange revenues far in excess 

of Icng-standing precedents for the railroad industry and in excess of precedents 

established in ICC rulings.    Hence, under the Conrail revenue formulas,  the share 

of the total revenues on interchanged cars going to us is so small that we cannot 

even meet basic expenses, while Conrail now obtains windfall profits on the rail 

traffic it derives frco us. 

Hhile we now lose a net of $100 per car (and often more), Conrail this 

year will make a clear profit over costs of well over $1,000,000 on the very 

traffic — the traffic going to and from us« 

Ut certainly do not deny Conrail's right to make a profit. In fact, 

we applaud it.    But we do object to Ccnrail's making a profit purely at our 

expense and at our local taxpayers' expense.    This profit is derived almost 

entirely by an artificial diversion of taxpayers' subsidy -- subsidy which the 

taxpayers thought was supporting us, not Conrail. 

C3? 
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Specifically, the diversion of Federal and local funds works this 

wayi    Because our total revenues are artificially depressed by Conrall's 

revenue-share formulas,  our net operating loss Is far greater than It need be. 

Despite reducing costs en the line by over half, ue still lose money,  because 

revenues properly due us on our traffic are retained by Conrall.    Since our nee 

loss Is thereby Inflated, the difference oust be made up by subsidy,  and our 

required subsidy is far larger than It should be.    In effect, then,  a large 

portion of the Federal  and local funds designed to help Delraarva's people pre- 

serve and improve their rail system are now merely cross-subsidizing Conrall. 

(Xa subsidy level must be over-inflated in the exact amount that 

Ccnrail keeps revenues which should be properly due us on our own traffic.    On 

the Virginia portion of the Delmarva line, the amount  is $1,000,000.    The net 

effect seems clear to usi    Ctte million dollars of our present annual subsidy 

is nou merely flowing right to Conrall,  and being used by Conrall to support 

losing operations elsewhere in its huge, multi-state system.    For Conrall, that 

$1,000,000 is a drop in the bucket)    for us,  it is the difference between success 

and failure.    Our chances of becoming self-sufficient over the long run are 

rendered practically nil)    we cannot exist without proper revenues.    If we fail, 

the end result will be  a waste of those  subsidy funds now committed and those 

subsidy funds now being considered. 

Such a circumstance as described above requires substantiation and 

documentation.    I would not expect any members of the Subcoomittee to take 

what I say here en the basis of assertioa< 

In late June and early July of this year. Representatives Bauman, Evans, 

Trible, and Uhitehurst,  in irfiose districts we now — or will — operate,  asked 

us to prepare a documented statement of our position with respect to our revenue 

C4) 
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problems with Conrall.    Since these problems are now Jeopardizing the efforts 

of Virginia, Maryland,  and Delaware to create a viable alternative rail systen 

on Deloarva,  and since these problems are resulting in the waste of Federal 

subsidy dollars, ue feel that tbesa probleas should be explalnad to the Sub- 

coomittee. 

Neither we, nor the three states, can afford the delay and expense of 

a long legal fight before the ICC, even If its procedures are streamlined.    Ue 

do not have the resources for such a fight,  and the delay entailed would just 

waste Bore subsidy dollars.    We are now negotiating directly with Conrail on 

the revenue matter.    However,  if these nesotiatiens fall, we feel that a legis- 

lative remedy may be required. 

To that end,  I am submitting to the Subcommittee an abbreviated version 

of the position paper prepared by us on July 11 at Congressional request.    I 

ask that this version, here attached, be included in the record of these 

Hearings.    In railroad industry terras,  the area at issue is taiown as "revenue 

divisloos".    Revenue divisions are of such critical  importance that any leglsla- 

tlve effort which seeks to provide funds for saving essential rail lines will 

be a wasted effort unless the effect of divisicns la taken directly Into account. 

We urge the Subcommittee to take the effect of revenue divisions  into account  in 

its current legislation,  lest its subsidy deliberations go for nothing. 

The "bottoo line" is straightforward.  In our judgment.    With equitable 

revenue divisions in force,  based upon long-standing rail Industry precedents, 

most of the Delmarva rail lines,  and many other states' lines operated under the 

"SS" Act by private operators,  can be entirely self-sufficient very soon, without 

need of any subsidy after the Federal program,  as amended, runs  its course. 

In addition, equitable revenue divisions with Conrall can still provide 

Conrall with a profit on interchange traffic with us, while insuring that the 

^S) 
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subsidy dollars now being applied will be productively used for the purposes 

intended by Congress.    We feel sure that the  artificial diversion of Federal 

and local rail subsidy funds was not the  intent of Congress when it framed the 

"3R" and "^R" Acts. 

Without equitable revenue divisions in force,  long-run self>suffici«ncy 

of alternative,  local rail operatlcos is coopletely impossible.    Thus the efforts 

of Dany states to preserve rail services under local auspices are doomed to 

failure in the long run, with the attendant waste of all the money Intended by 

Congress for their rehabilitation.    In the  interim,  increased Federal subsidy 

is essential for survival. 

One final observation.  If I nay.    There are proposals before the Sub- 

committee to extend only one portion of the  Federal  subsidy,   as for example, 

maintenance.    Me feel that such an approach may be wise  in some cases,  such as 

in cases where operating costs are excessive.    However,  I have Just described 

a situation on Delmarva where the reduction in operating costs below Ccnrall's 

costs is over SO per cent, due to on-site management by a new contract operator. 

Yet, despite this 50 per cent reduction in operating costs,  the subsidy require- 

ment is artificially high, due to Ccnrall's diversion of rightful revenues. 

The deficit sheet is poor, not because of costs, but because of Improper revenue 

divisions. 

Hence,  in this case,  an attempt to restrict subsidy to only one form 

of expense  is, at best,  off the mark.    The restriction would not get at the cause 

of the deflciti    Diverted revenues.    And if the total subsidy available falls 

short of the deficit, the line will fall soon after the maintenance funds already 

allocated are spent.    If the total subsidy available falls short of the total 

deficit.  It matters little what label was applied to the subsidy.    Therefore, 

J1-M4 o - 78 - 2S 
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ve urge the Subeonralttee to take into account the causes of deficits before 

proceeding to legislative attempts to alter the subsidy allocation.    Otherwise, 

the result could be the opposite of the  intention. 

CXir Congressionally-requested statement on revenue divisions follcwst 

with tn explanation of our severe problems in that area. I thank the Chairman 

and the Subcommittee for their tine and attention. 

(continued over) 
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VmCINIA t HtXtUm RAIUtCUD 
MARYLAND & IXLAHABE RAILROAO 

INIRODUCTION to STATEMENT on REVENUE DIVISIOQ 

Cki June 28, 1977, a briefing waa held In the Raybtim House Office 

Building, Washington, concerning the rail service situation on Delnarva. 

Invited were Senators, Menbers of Congress, and their staffs, froa Virginia, 

Maryland, and Delaware. 

The briefing focused on the problem of obtaining equitable revenue 

divisions from Conrail.    Giving the briefing were representatives from the 

Virginia & Maryland Railroad (which, since April 1, 1977, now provides the 

rail services from Focomoke City, Hd., to Norfolk, Va.,  Including the railroad 

Car float across Chesapeake Bay)|    a consultant working for the Maryland 

Department of Transportation in the area of rail econooiicsi    and officials of 

the Virginia Department of Highways & Transportation.    The session was arranged 

and sponsored by Rep. Paul S. Trlble, Jr. of Virginia. 

Also participating in the meeting were officials from the Delaware 

Transportation Authority and froo the Department of Econonlc Development of 

the City of Virginia Beach. 

As a result of the briefing,  it was suggested by several Congressmen 

that the Virginia & Maryland Railroad prepare a statement of its position 

with regard to revenue divisions with Conrail.    This statement is presented in 

response to that suggestion. 
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BEVEiniE DIVISIOHS: Why Th«7 kx*  Zaportaitt 4a»4«iHaaaite 

It Is the positloa of the Tirgloia k narrJMnd Railroad 

that with proper reretme dlTialons between it aad Conrail -> 

that is, reremie dlTisioiis based on long-standing precedents In 

the railroad Indoatrjr, and fair to both Conrail and the VUI — 

the vaj( BS oonld soon be self-snffident. 

Without adequate rerenoe dlTlsions, long-term svrrlTal 

of the V&M will be iopoasible.  In fact, as a result of the 

substandard dlrisiona forced upon it by Conrail in Harcfa, the 

V&M faces an laaedlate cash crisis doe to inadequate Inc 

Rerenne dlTislons are Important because they play a major 

role in determining the rerenues obtainable by any rail line. 

DirLsions are not rates or tariffs. Rates and tariffs lAleh 

shippers pay are regulated by the ICC. Divisions are the share 

of rates apportioned among carriers participating in a rail haul. 

Each participating carrier in a particular rail shipaent receires 

a share of the rate on the car, depending on the "divisions 

agreements" in force among the applicable railroads. For example» 

if the shipper pays |1000 to ship his product, and two railroads 

participate In a haul having a 90!CA0^ division, one railroad re- 

ceives $900 and the other $100. The division does not affect the 

shipper's rate. 

There are numerous precedents and bases for establishing 

revenue divisions between railroads. Some of these precedents 
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will be discussed later in this.yeyer. In essence, diTlslons 

agreements can be put in place by negotiation, where the rail- 

roads settle the matter based on mutual interest, or the matter 

oaa go before the ICC. Unfortunately, the latter course (going 

to the ICC) inrolres great delay and great legal cost. In the 

case of a divisions agreement or dispute appealed to the ICC in- 

TolTing a large railroad and a small one, the combination of 

rerenue loss (due to inadequate dlylsions], legal cost, and legal 

delay can sink the small railroad long before the ICC decides 

the case. 

It is iiqiortant to note that traffic Tolune alone does 

not determine income for a rail line. If revenue divisions are 

inadequate, each additional ear can add to the line's deficit, 

rather than reduce it. If the revenue share received per car 

does not cover the cost of moving the car, each additional car 

adds to the railroad's net loss, and higher volume produces higher 

loss. Hence, for a rail line to break even, or prosper, both the 

traffic volume and the average division per oar most be adequate. 
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BESDCIIR COST; What the VUI BR Has Dona So Far 

The economic snccess of any rail line depends on three 

factors:  (1) adequate traffic Tolvoae, (2) adequate revenue dlTi> 

slons, and (3) low costs. 

Building traffic roltau talces months and yaars of patlaat 

effort by the railroad, working with shippers to provide good 

sez'vlce. Achieving adequate revenue divisions requires the co- 

operation of connecting railroads (and is dlsctissed In the fol- 

lowing section of thls^fapsr). Cost reduction is the area where 

on-slte management and a revamped operating approach can make the 

•ost immediate Impact. 

In the six weeks available in February and March to propose 

and create the Virginia & Maryland HE, time to do a full-scale 

economic analysis did not exist. Both AM and the Virginia Dept. 

of Highways & Transportation had to make do with the available 

data frx>m Conrall and other sotirces on monthly car counts, reve- 

nues, and various costs. This data was highly inaccurate, unre- 

liable, and varied from one source to another. No one could 

vouch, either to Virginia or to .AM, for its validity. Virginia 

and.su did the best with what data they had. 

fiM^took the contract for the Pocomoke-Norfolk line with 

two principal stated objectives: (1) To reduce costs, and (2) 

to develop timely and accurate accounting, so that good revenue 
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and cost data could b* darelopttd for fatur« decialona. 

The first thrss aonths of sxpsrlencs for ths V&N (April 

through Jnns) bars producsd rsliabl* flgtirss in regard to opera- 

ting coats. The following conparison gives the resnlts: 

Conrall 

Total 1976 On-^ranch Operating 
Cost, Including cost oTemm:   .  .  . $6,700,000 

VafcM RH 

Estloated 1977 Operating Cost, 
based on Actual-Cost analysis 
for first three aonths, In- 
cluding Insurance paynents: .... $3,150,000 tfi 
(Not including track or            i1.100.000 
marine rehabiUtatlon sepa-          '  ' 
rately funded.)   

Operating Cost Sayings:   $3,400,000 ^ 

$3,550,000 

Henoe, V&M 1977 operating costs are well under half of Conrall'a 

1976 operating costs. . 

EBploysent level has been reduced, froa over 120 rail and 

barge eaployees, to 46 rail enployees, to do the same work. On 

the eaploTBent-lerel reduction, the question has been raised as 

to iapaet on local eaployaent. Under Title T of the "3R" Act, as 

aaeoded, nearly all the Conrall railroad enployees and all the 

Conrall aarine eaployees were protected. Hence, nearly all these 

•en took Jobs elseidiere in Conrall, took ssTerance pay, or took 
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early retirement. A few Conrall people, with leas than firs 

years of servlee as of the ifflplementation of the "3R" Act, were 

not protected, and the V&M took applications from all these men. 

Of the latter, many were hired. Of the additional employees be- 

low the managerial level, only two were not residents of the lo- 

cal region when hired. Thus the V3cN has increased the number 

of people natire to the Eastern Shore baring Jobs, by approad,- 

•ataly 30. 

The coat of operating the barge has been reduced, from 

approximately $1,307,000 under Conrail as estimated by the Bail 

Services Planning Office (BSPO), to approximately $700,000 under 

the VU(, exclusive of extraordinary repairs. Thus the saving on 

the car float is about $607,000. 

Numerous other areas of waste have been trimmed, no 

single one of which was "breaking the bank", but iriiieh together 

were producing a cumulative drain. As examples: 

(1) In Norfolk, badly leaking water mains, which inflated 

the water bill, were repaired, and large errors in billing for 

power were corrected (Conrall had been paying the power bill for 

the wrong meter, and thus Conrall had been paying the bills for 

several other industrial power customers, as well as Itself). 

(2) In Cape Charles and up the line, a power-usage survey 

was requested from Delaarva Power k light, to reduce wastage; 

several useless signals and pumps were cut off; exceaa telephone 

lines were removed; and expensive fixed-base radio gear as used 

by Conrall was not replaced. 
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For the RSPO line item known as "Management Fee" (a 

budget line Item computed according to RSPO standards), the 

cost has been reduced from $36,000 per month under Conrall to 

$15,000 per month under the V&M. 

Numerous other areas of cost are being pursued. The 

car float operation was sublet to a marine tug company, and 

further ways in which the tug operator can Improve strrlce and 

cut cost are now being discussed. During the current month. In 

lAlch a cash shortage Is rapidly developing due to the Inade- 

quate revenue divisions, the V&M has been forced to lay off 

some employees until the seasonal fall traffic Increase materi- 

alises. 
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BEVENUE DIVISIONS: Th* Virginia & Maryland's CaM 

The preTloua aeetion mma^mmmtb'^i^Bbtv^'mmi on cost- 
Mas 

roducing efforts.-tM»* included to show that the V&M SR is doing 
A 

eTerything in its power to make the FocoBoke-Norfolk line self- 

supporting. We view the present V&M contract operation of the 

line as a long-tera effort leading eTentually to a pemanent 

solution — a permanent solution based on proTldlng iiqiroTed 

rail service under local management, at a cost lower than any 

other rail carrier, and without need of any stibsidy after the 

Federal matching-grant subsidy program expiraa. 

Birt cost is not the full story. As mentioned preTiously, 

success in this venture also requires (1) adequate traffic roltne, 

and (2) adequate revenue divisions. These two factors determine 

the revenue side of the picture for the railroad. 

A. The Economic Picture for the VMt: With Present 
Divisions from Conrail. and With Equitable Di- 
visions. 

The first factor affecting total revenues — traffic 

volume, in cars per year — will take a few years to tura around. 

Decades of neglect and bad service under previous managements 

cannot be overcome overnight. In addition, last winter's frees* 

on the Chesapeake Bay, as well as Conrail's spring embargo on the 

line, have depressed current traffic levels. Hevertheless, the 

VftM is convinced that the potential for traffic development and 



greater traffic Toluae Is there. Otherwlae, the V&H would not 

hare been created. 

The second factor affecting total reraznias — revenue 

divisions — Is the point at Issue. At the divisions negotiation 

with Conrall In March, the TiX was forced to accept substandard 

divisions with Conrall. There was not tiae available to cany on 

an effective negotiation: Conrall operation on the line was to 

be stispended April 1, and the V&M had been designated March 1. 

Assuming an annual traffic volume the first year of 9000 

to 10,000 cars (lAlch looks like an accurate first year's traffic 

estimate after the first thi*ee months of operation), present 

divisions will produce a total revenue of $1,900,000 to $2,000,000. 

With costs as desci*lbed in the previous section, the first year's 

financial result will be as follows: 

VaJt, First Tear. Present 
Conrall divisions 

Operating Costs ...... $3,150,000 to 
$3,300,000 

Operating Revenues .... $1,900,000 to 
$2,000,000 

Operating Deficit   ($1,150,000 to 
$1,400,000) 

This deficit is considerably in excess of the operating subsidy 

funds available in Virginia — less than $600,000. 
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Howersr, If the TSM had obtaioad raramia divlaiona froa 

Conrall in March in Una with long-standinc railroad praoadaata. 

tha YtM could hara baan rary aaarljr aalf-aopportlag tha firat y*»ri 

axelualra of rahabilitatlon work balng aaparataly fundad nadar 

dlffarant contraeta. 

With an Incraaaa In dlTlaloaa to an aqultabla laral, tha 

T&M Ineona In tha aubaaqoant 12 aontha would ba daaa to $3tOOO,000. 

The rasult la ahown balow: 

TOM. Aftar Obtaining Boultabla 
DlTisiona from Conrall 

Operating Coata   $3(150,000 to 

•3,300,000 

Operating RaTenuaa, 
Firat Tear'a Traffic . . $2,900,000 to 

•3,000,000 

Operating Deficit, 

Firat Tear at Equit- 
able DlTlaiona .... ($150,000 t^ 

•400,000) 

Hence, had equitable dlTlalona been obtained for the firat year, 

Virginia*a operating aubaidy funda of ^600,000 would hare been 

nore than adequate, and aome funda could haya been returned ta 

the atata and the Aceoaack-Northaapton Tranaportatioa Diatriet 

Coamiaaion to begin an acqulaition prograa for tha Kaatara Shor* 

trackage. 
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Equitabl« revena* dlrlsions are thua IndlspanBabIa to 

tba V&M'B auceeast to mlnlalsa and aTontually allninata tha op- 

erating aubaidT'. Other landing, aeporata from the opexvtlng anb- 

alir,  la now being planned by the atatea for rahabllltatlon work 

on the deteriorated track and marine equipment. This aeparate 

rehabilitation work, together with an actire effort by the rail- 

road to aeek additional traffic, could aoon make the VUI a aueceaa 

atory for Delaarva, of economic benefit to all three atatea. 

B. Current Caah Criaia on the 7M4 

There la asiple potential for long-range aueceaa for the 

van. Since laat April, howarer, tha impact of the totally inade- 

quate Conrail dirialona for the V&M haa been aarioua. It appeara 

that by fall, the T&M will be literally out of caah. Current 

caah-flow analyaia, baaed on preaent roTenue dlTlaiona and traffic, 

ahowa the V&M unable to pay bllla by early Septeiaber. 

C, Reyenue DlTlaiona Negotiationa with Conrail 

Sevenue dlTiaiona with the V&N'a other connecting carriera 

ia Norfolk are well abore Conrail'a and are not a problem. Aa 

will be detailed later, dlvlalona from the trunk-line carriera 

connecting in Norfolk (Norfolk k Weatern, Cheaaie Syatem, Southern 

Ballway, and Seaboard Coaat Line) are baaed on normal atandarda 

and are adeqxiate. Much of the traffic from theae carriera ia pro- 

fitable for the V&M. 

Unfortunately, the great bulk of the V&M'a loaded cara — 

6^% to 90^ — are interdianged with Conrail. In the March talka. 

ii-nt o-n-x 
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tb« V&M had to accept th« present Interia diTlslons agreement 

from Conrail due to lack of time, but the V&M insisted on a re- 

opener clause effectire nine months later — on January 1, 197d> 

HoweTer, as described above, the V&M cannot last until January 

at pr«sent divisions with Conrail. 

Therefoi^, the VW on July 5 requested that it be allowed 

to begin inmediate renegotiations on divisions with Cbnrail. A 

letter was sent to J. E. Musslewhite, Assistant VP - Pricing, 

Conrail, asking that talks reopen on divisions for shipments of 

grain to Norfolk, as this grain traffic creates the atost serious 

loss problem per car for the V&M.  (See letter, which follows.) 

In the letter, the discussion should be noted there (1) of 

the extra costs per car-mile of the float, and (2) of the extra 

costs resulting from the "absorbed switching" and other charges 

made by the Norfolk & Portsmouth Belt Line RB (NPBL). The 7&M's 

costs per car for grain traffic are detailed in attachment 1 to 

the Musslewhite letter. 

(Musslewhite letter follows 

as next three pages) 
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VIRGINIA  fi  MARYLAND  RAILROAD 
PO BOX 71 CAPE CHARLES, VA   233IO 

'       ' 5 July 1977 P^EA.S P.PLY TO 

J. A.  Hannold 

J. E. Musslewhlts 
Assistant Vice-Presldent - Pricing 
Consolidated Rail Corporation 
6 Penn Center Plaza 
Philadelphia, PA 19104 

Re: Adjusted Divisions on Grain 

Dear Jia: 

We realize that even an adequate general level of divisions 
will entail some movements which do not contribute to profits. 
On average, however, present revenues less direct expenses do not 
bring the Virginia & Maryland operations within the limits of the 
subsidy funds available. 

This unbalanced situation Is due to the section between 
Pocomoke City and Norfolk having two unusual costs:  (1) the 26- 
mile car float operation together with associated float switching, 
which under the best conditions costs twice as much per mile in 
direct costs as the rail portion, and (2) the high absorbed switch- 
ing and other charges of the Norfolk & Portsmouth Belt Line RH. 
These conditions are combined with Conrail providing divisions of 
revenue which are well below those given by our other connecting 
carriers and well below those given by other carriers in similar 
situations involving originating and terminating costs. 

As you know, we plan to ask for a reopening of negotiationa 
on our present interim agreement on general divisions in January, 
197d« In the meantime, however, we have identified one area of 
divisions which requires immediate correction, due to the serious 
impact on our cash flow. 

The grain movements to Norfolk from mldwestem points via 
Conrail stand out as the area most in need of adjustment. This 
grain, primarily for export, accounts for about one-fifth of our 
present annual traffic. Under conditions of high utilization of 
the float (giving the lowest unit costs), the floating, float- 
related classification, car hire, and Belt Line RR charges take up 

i 
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J. E. Musalewhite, 5 July 77 p. 2 

approximately $166 to $21d of the average V&M revenue on g]:*aln 
cars of $203. On export cars, this leaves only $17 to defray the 
64-mile rail haul costs. On non-export cars, our deficit is al- 
ready $15 before the rail haul is considered.  (See Atch 1.) 

The above situation is not a deficiency resulting from our 
own costs being high. In fact, both our operating costs and our 
operating subsidy requirements are running under half of Conrall's 
1976 operation of this section of track. However, the present 
amount of operating subsidy, including our contingency, is under 
$600,000. It appears that our annual operating deficit will be 
approximately $1 million, which is half of Conrall's 1976 deficit 
on the line.  ($1,308,575 projected 1976 Conrall on-branch deficit, 
plus the cost overrun, said to be about $700,000.) — 

The Pocoffloke-Norfolk line is now contributing to Conrall'a 
cash flow and contributing to the viability of the Conrall line 
through Delaware. Thus the survival of the V&M is in the Interests 
of Conrall. An equitable adjustment on Norfolk grain will still 
keep Conrall in a profitable situation on this traffic. Without 
such an adjustment, as soon as possible, our continued operation 
is doubtful. 

In view of the above considerations, we request an Immedlat* 
initiation of special negotiations leading to adjusted divisions 
on Conrall/V&M gr^in movements. We see such divisions in accord 
with long-standing railroad precedents for special divisions, 
which will be in our mutual Interest. 

I look forward to an early resolution of this problem. 

Sincerely, 

J. A. Hannold 
President k General Manager 

JAH/ww 

1 Atch 
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VIRGINIA t MABILAND BR 

ACTDAL-COST ABALTSIS,  2 July 1977 

OFERATim COSTS, NOETOLK aRAIH Tla FLOAT 

COST PER CAR 

(Unit coata baaed on 60}l>-i5% 
of capacity, entaiUng the 
loweat unit coata at high 
otUlBatlon. ] 

yioatlng the Car 
Swlteh/Clasa'n for Float 
Car Hire „ 
Abaorbed Switching, HPBL RR^ 

Total of Float-x^latad coata. 
Car Hire, and NPBL diargea 

ii6o 
I i30     ($15 at each and) 
ii30 ^ 
1166 or $9« * 

$136 or $2X6 

Direct Coata, Ball Haul 
Other Coata, Ball Hani 

$27 
$92 

Total Coats: 

VJcN Revenao per Car: 

$305 or $337 

$203 

VU( Loaa per Car 
of Grain ($102 or $134) 

f^ $66 If Sxport; $9d otherwlae. Includea tariffa plus 
•lacellaneoua HPBL RE charges. 
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The grain traffic costs the V&M $305 to $337 per car, as 

opposed to the average V&H cost per car at high atlllsation of 

$270. The extra cost of the grain cars is due to the coabina- 

tion of (1) the float costs and (2) the NPBL absorbed switching 

charges. This creates an nnusual double burden of per-aille cost 

concentrated on the x^latiTely short mileage of the V&N. It 

should be pointed out, howerer, that this extra coat burden Is 

really a part of the whole long-haul route of the grain from the 

Midwest to Norfolk. 

Of course, high cost was the basic reason that Oonrall 

pulled out of the Poeomoke-Norfolk line. But the VUf has cut the 

cost to half that of Conrail for the same serrice. With the in- 

equitable divisions insisted upon by Conrail, however, the bane- 

fits of V&M's cost reduction cannot accrue to the T&M. 

As will be shown 3^ter, Conrail makes a substantial profit 

on its business with the vajt at current divisions. Meanwhile, 

the 7&M sustains large losses. Hence the subsidy money paid to 

the wm is simply subsidizing Conrail. The way to eliminate this 

cross-subsidisation is to obtain fair divisions from Conrail. 

Such divisions can put the V&M on its feet and still preserve 

some profit for Conrail, 

The letter to Mr. Musslewhite eoncentrates on the grain 

traffic, which is about one-fifth of the V&M's cars. However, as 

pointed out above, the V&M will not t^main solvent at present di- 

visions for many more weeks, unless additional funding is found 

soon. 
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The difficulty with additional operating subsidy, in our 

•lew, is Just that: it Is subsidy ftindlng. Such funding, while 

necessary in the shoirt term, has the effect of postponing the long- 

term solution of putting the Poconioke-Norfolk line on a self- 

sustaining basis via regular earnings from traffic. Therefore, if 

the three Delmarra states decide to pursue additional funding for 

operations, the states should couple this effort with support on 

the dlTlsions matter. An organised effort to support the divi- 

sions negotiations will do more than anything else to reduce the 

subsidy burden In the future. 

For the Maryland Bastem Shore lines, the Maryland Depart- 

ment of Transportation is taking an entirely different approach 

to the divisions with Conrail: Maryland DOT is taking the lead 

in the negotiations. 

A leading consultant firm in the area of railroad economics 

— L. E. Peabody k Associates — has been engaged and the full 

case for the Maryland lines is being prepared. Initial talks with 

Conrail are now beginning, in advance of the startup of the Mary- 
lO. 

land & Delaware Railroad on August >((.    The preparation being done 
A 

by Maryland DOT is extensive. 

As all parties learned in March, however, a good case is 

essential, but not enough when talking to Conrail. The timely 

support of all persons and agencies Interested In the futur« of 

the Delmarva lines will be required. 
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D. Caa« for Increaaed DlTJaiona on the YM< 

Rovenua dlvialons ara normally baaed on px*oportlonal 

adlaage. That ia, the carrier hanllng a car the largeat ahare 

of the total dlatance recelrea the largeat dlriaion on that car. 

For dlTialona purpoaea, the total mileage a freight car 

traTela on a trip la often broken Into 50-mlle aegmenta. Sach 

50>alle onlta are known aa "mileage blocka", and each cazTler 

participating In a haul recelrea a pro-rated dlriaion for each 

mileage block It carrlea the car. The more mileage blocka of 

the total the car la carried, the greater the rerenue dlriaion. 

Conrall'a procedurea for granting dlrlalona to ahortllne 

rallroada are baaed almoat entirely on pro-rated mileage blocka. 

Therein liea the heaz^ of the dlaagreement between Conrall and tha 

V&M. 

(1) Conrall'a Dlrlalona for Shortllne Eallroada 

Aa confirmed In a atatament by Conrall'a J. E. Maaale- 

whlte at the Conference of Statea In July 1976, Conrall'a baala 

for granting dlrlalona to a ahortllne la that of mileage blocka, 

with the mllea and geographic "baaing polnta" dareloped from a 

key ICC Docket on ratea, ICC No. 20300. The acale of dlrlalona 

thoa deraloped by Conrall la directly proportional to mileage, 

ualng the 50-mlle mileage blodca, with a minimum dlriaion of 10)(. 

(That la, the amalleat dlriaion for each ahortllne la 10^, with 

9P^ for Conrall.) 

The percent acale of dlrlalona for each ahortllne ranges 
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dlatancs. But since the shortline railroad Is Just that ~ short 

.. and Conr«ll Is a major tirunkllne carrier, Conrall usually has 

most of the mileage on most cars. Thus Conrall usually keeps 

65%  to 90^ of most ears' revenue, and gives the shortline only 

lOJt to 153t. 

(2) Originating and Terminating Costs 

Unfortunately, the costs of moving a car of freight are 

not proportional to mileage alone. For carriers originating or 

terminating cars, there are large costs associated with waybilling, 

keeping and posting revenue accounts, keeping interline accounts, 

finding and delivering empty cars for loading, switching and 

spotting loaded cars at their final destination, taking care of 

claims, managing customer relations, etc., etc. Such costs are 

in addition to the mileage costs of car movement. 

Fxirthermore, the costs of moving a car of freight are not 

proportional to route mileage alone if some of the miles involve 

high, unavoidable extra costs. Such extra costs on the V&M are (1) 

the cost of operating the car float, which is about twice as costly 

to operate per car mile as the rail movement, and (2) the high 

absorbed switching charges of the Norfolk & Portsmouth Belt Line 

BR in Norfolk, with which the V&M must interchange.  (See the VIsM 

letter to Mr. Musslewhite, July 5« 1977, for an Indication of the 

costs resulting from the Belt Line RR charges. See attachment 1 

to the letter for the VJcM*s float costs and other costs, on a coat- 

per-ear basis.) 
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For the VIM,  th« absorbed oicLtching cmd other charges 

of the Belt Line create an unusually^ high terminating cost on 

cars delivered to the Belt Line. The absorbed switching charges 

also affect all the other railroads in Norfolk interchanging cars 

for termination on the Belt Line. Before April 1, 1977i these 

absorbed switching charges were paid by Conrail and were a part 

of Conrail's cost of doing business, as they are now for the V&M. 

(3) Precedents for Rates and Divisions 

(Donrail's procedures for granting divisions are not long- 

standing, dating only from 16 months ago, when Conrail first began 

operations. There are numerous other well-recognlied precedents 

in the railroad Industry for divisions agreements. Among these 

precedents is ICC Docket 283OO, the very docket Conrail claims is 

the basis of its case. 

Contrary to Conrail*s use of the docket, the ICC Docket 

2S3CX) does indeed recognize the high extra costs associated with 

originating and teminating cars, and in the docket's scales for 

rates, these extra costs are built in. 

The Docket 2^300 Class Bate Investigation of 1939 (decided 

in 1951) was to set up a rate structture, based on costs. In inter- 

preting the docket, Conrail's emphasis is only on the mileage 

basis, without considering the rate basis. Of the over 500 pages 

of the entire docket (appearing in two separate volumes), the vast 

majority deal with ivtes, not divisions. Of the remaining pages, 

a lar^e majority deal with costs. Mileage blocks ai^ only a small 
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part of th« docket, and fit only in eontaxt. 

Since Conrail continuallj points at Docket 283OO, one must 

grasp Conrail's distortion of the fall docket. To do so, one has 

onljr to look at the rate scales set op in the docket. For exaa- 

pie, the scale of first-class rates set up by the docket, if put 

on a graph, look like this: 

"Rate, 

zoo    ^o 400  8<M /ooo 1x00  1400 

The point to note is that the rate structure does not start at 

sero dollars for ssro miles, as Conrail often ifflplies. At zero 

miles, the scale starts at a point well aboTe sero dollars, to 

allow for all the Tarious originating and terminating costs. The 

terminal factor -- i.e., the allowance for originating and termi- 

nating costs — built into the scale at the origin is equlralent 

to 200 miles, or four 50-mile mileage blocks, for each terminal. 

If the cargo ntores only a few route miles (even less than 50), the 

rate is equlralent to the cargo moving 200 miles at each end (the 

"terminal factor") plus the route miles. The rate scale is built 
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this way due to cost. 

Sines 1951• when the docket was decided, several general 

rate Increases haTe occiarred. Howerer, the essential relationship 

of rates to miles, as depleted in the graph, has not changed. 

The "Appendix IS rates", as shown in the graph, became effectlTe 

in 1952. 

(4) Conrail's Claims; Our Kxperience in March 

When Conrail interprets Docket 2^00 for mileage-bloek 

dlTJsions. Conrail ignores the cost-based rate basis of the docket. 

Conrail claims either (1) that its 10^ gdnlmum diTisions to short- 

lines, plus "other assistance" rendered, should be enough to satis- 

fy the affected lines, or (2) that it (Conrail) will not recognise 

cost as a basis of dirisions. Both positions by Conrail are 

wholly fallacious. 

In the March negotiations, Conrail refused to see any 

validity in the V&N's divisions proposals. Kartberaore, the Con- 

rail people had no idea what their divisions proposals meant to 

them, nor any idea what their proposals meant to the V&N. The 

Conrail traffic aceotmting left out fully one-third of the ears 

carried in 1976. The only side in the negotiation with eonereta 

figures as to Conrail*s costs and reveniies was the T&M side, and 

the Conrail people refused to acknowledge the missing traffic in 

their list until its absence was documented by the V&M negotiator*. 

Despite the cost/revenue data pr«pared by the V&M, Conrail refused 

even to discuss it and merely held out for its "principle" of lOJt. 
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kttw  several hours of largely \mproduetlTa dlseussloB, 

aad after a recess In the meeting, Conrall agreed to add an addi- 

tional 3%  on the divisions applying to the ear float traffic. 

(Previous to the divisions meeting, some expressions of support 

for the V&M had been sent to Conrail from the three states* trans- 

portation Secretaries and from two Delaarva Congressmen. There 

is reason to believe that this expression of siq>port was a factor 

in Conrail's moving from its previously intractable position.) 

The essential problem at the March meeting was laek of 

time. With startup of the VScM a little less than two weeks away, 

there was no time for the V&M to organise siqtport and try again. 

Conrail could simply stall. 

In March, Conrail proposed its version of divisions which, 

as described, were proportional only to mileage, with a floor of 

10^ for V&M. After the Conrail counterproposal and adjustment, 

an interim agreement was accepted, under duress. The floor is 

now still 10^ on traffic originating or terminating on Delmarva, 

145^ on "overhead" through traffic, and ITjt on float traffic ori- 

ginating or terminating in Norfolk. Each of these percentages 

is a minimum, with a scale of percentages ranging up according to 

relative mileage. On these divisions scales, the average divi- 

sions seen by the T&M are several percentage points higher than 

the minima. The average V&H revenue produced from these divisions 

is about $200 per car. 

But these percentages, and the revenues produced, are 

completely inadequate. 
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(5) V&M'B Loaa per Car at Conrall's DlTlalons 

At current Conrall dlrialons, the V&M RR la loalng about 

t70 to $100 per average car, and loalng froa $102 to $134 per 

car of grain. Thla losa results because It coata the V3cM from 

$270 to $300 to handle an average car (and up to $334 to handle 

a grain car), yet the TIM  recelvea only about $200 In revenue dl- 

vlalon per car. The loas Is despite the fact that the VIcM has 

cut Conrall's costs on the line by more than half. 

(6) Precedents for Increased Divisions 

There are many ways to adjust divisions to inflect origina- 

ting and terminating costs. Recognition of such coats Is built 

Into hundreds of divisions agreements. Dosens of different ICC 

dockets bear on divisions, and there Is no single formula applic- 

able to all cases, as Conrall Implies. 

Precedents can be found throughout the railroad Induatry 

for an equitable division of revennea, fair to both parties, la 

which there Is recognition, express or implied, for terminal and 

other costs. 

(a)  For example, 20^ is a percentage often used for a minimum 

division for an originating or terminating carrier, when no other 

basis for divisions exists. Traffic Executive Assoclatlon-Sastem 

Railroads Division Sheet 46AA (adopted 1972) covera divisions on 

cargoes rerouted under emergencies. In this sheet, 20^ is the 

minimum for originating and terminating carriers where their reve- 

nue is obtained off the normal routing on a rerouted car. The 

Traffic Executive Association-Eastern Railroads division sheet 
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drafted at the Joint Divlslona Conference of Eastern Railroads 

and Canadian Lines In February, 1976 provided for a 20^ minimum 

division for ox*iginatlng or terminating carriers.  (However, 

the draft sheet was not adopted, since It would have cut the di- 

visions of the railroads in New Kngland. The New England rail- 

roads receive higher divisions than would be provided by a 20$( 

general mlnlmuB.) 

Cb.) But the most telling precedents are existing divisions 

agreements which were negotiated between railroads having clout 

on both sides of the table. 

The contract between Conrall and the Delaware k Hudson RR 

provides for divisions based on 50-mile mileage blocks, with a 

minimum of 20^ for the originating or terminating carrier, where 

no other divisions agreements existed prior to the contract. 

The existing divisions agreements between the V&M and 

each of its four major connecting carriers in Norfolk are all ade- 

quate agreements, based on prior agreements between the Pennsyl- 

Tania RH/Peon Central and the four carriers. Seaboard Coast Line 

and Southern Railway divisions average 32^ to 60^ for the V%M; 

Southern Railway divisions on the old Norfolk Southern average 

245K to 505K for the 74M; Chessie System (old C40) divisions give 

a minimum of 2?^, with average percentages ranging upward; Norfolk 

k Western divisions provide a ainlmim of 20^ for the V&M, with 

the scale up from 20^. 

(c) Minimum percentages are not the only way to adjust dlvl- 
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slons to r«flect originating and terminating costs. The ICC 

Docket 28300 (the docket so frequently cited by Conrail) provides 

a basis for mileage-block terminal factors. That is, Instead 

of a minimum percentage, a minimum number of mileage blocks can 

be recognised. Using Docket 283OO as the basis, one can establish 

four 50-alle blocks (or 200 miles) as the minimum terminal factor 

to be allocated to each originating or terminating canrler, with 

route miles in addition. That la, for a haul of 50 miles, for 

example, the originating and terminating carrier can each be 

glTen four mileage blocks, with the carrier handling the route 

miles receiving one additional mileage block. Such a division 

exactly parallels the rate basis for the shipment. This pz^ndple 

Is Ignored by Conrail In its selective Interpretation of Docket 

28300. 

The mechanism of the docket, in fact, therefore supports 

far higher divisions percentages than Conrail admits. In the 

words of one analyst: 

... the material provided by [Conrail] which Is 
claimed by [Conrail] to be In accordance with Docket 
28300 is grossly misleading. Docket 283OO not only 
identified mileage groups but also laid out terminal 
factors. LConrall] has neglected to Include this ex- 
tremely important element of rates and divisions. 

(<i)  The divisions in use today for the vast majority of rail 

traffic moving between the northern and southern U.S. are known 

In the industry as the "north-south divisions". The bases of 

these divisions include a terminal factor equivalent to 221 miles. 
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to compensate for originating and terminating costs. Thus the 

north-south divisions terminal factor is even larger than that 

contained in Docket 283OO. 

(e.) DlTlsions can be adjtisted to take care of unusual costs, 

if the parties so desire. In Docket 2S3OO, the ICC concluded 

that while the costs of serrlce are not the sole factor In the 

niaklng of rates, costs are the basic factor in rates. The cost 

principle can be transferred to divisions, if the railroads 

making divisions agreements wish to do so. 

For example, factors known as "arbltraries" and "deduc- 

tions" are often used in divisions agreements, as adjustments in 

divisions to take care of unusual costs borne by  one of the par- 

ticipating carriers. There are ICC dockets which recognise the 

equity of such special divisions. 

In the words of a Norfolk & Western Bate School Notebook: 

There are numerous Instances where it has been found 
that established percentages will not provide satlsfac- 
torjr divisions to the interested carriers, and it has be- 
come necessary to depart from  established percentages 
and to establish special divisions. They are normally 
published in division sheets or division bases by the 
Rate Associations as well as the individual carriers. 

There are many methods used to arrive at special di- 
visions. A mileage pix>rate siaiilar to that used in the 
establishment of established percentages is sometimes 
used, and, in other cases, a pror«te is figured by using 
actual miles or the shortline distance fx>om and to the 
Junction points. 

... 

Percentage arrangements, as well as special divi- 
sions, often provide for minimum revenue for one or more 
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of the pax^lclpatlng carriers. These mintas have been 
provided to Insure that a carrier receives revenue syf- 
flclent to justify Its participation In the haul. Mini- 
mtim revenue provisions of this kind are of ten used to 
take care of high operating costs on branch lines, or 
high terminal expenses, or short hauls for intermediate 
carrlersi 

(B^mphasls added.) 

(-(^.) Obviously, there are ample grounds, in terns of precedent, 

for an equitable divisions agreement between Conrail and the VScM. 

(7) Conrail's "Precedent" 

Conrail usually cites its present agreements with several 

shortllnes as its "precedent", dating from April 1, 1976. Effec- 

tive that date, the 55-siile Blllsdale County RR, a subsidised 

line in southern Michigan, accepted the Conrail formula with the 

10^ minimum division. We understand that this 10^ has been subse- 

quently raised to 12^. Similar agreements are In force, dating 

only from 1976, with several other shortllnes. 

The acceptance by the Hlllsdale County RR of the Conrail 

formula was clearly done in artificial circumstances. The HC RR 

was tinder time pressure to start operations, but under no financial 

pressure, due to the IQOf,  federal subsidy last year. With the 

government available to pick up all the HC RR's loss the first year, 

there was no incentive to work out a proper division. This perverse 

precedent is thus totally based on the subsidy cushion. Such a pre- 

cedent should not be condoned by anyone having charge of public 

money. 

In addition, It should be recognised that these small rail 
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carriers do not haTS a car float to operate, nor absorbed switch- 

lag charges from a tennioal Belt Line RH to pay for as a cost of 

doing business, nor in many cases, daily service to provide. At 

or near capacity, the V3cM provides dally service, and trains nor- 

mally run ai*ound the clock. VScM freight trains often run from 

50 to 75 cars. This is contrasted with an aver«ge shortllne train 

of 10 to 20 cars operating on a day shift only. 

It seems basically erroneous for Conrail to class the V&M, 

which can carry 10,000 to 15(000 cars per year, with the usual 

shortllne railroad, which may average only 1500 to 5000 cars per 

year. The VtM,  with the float, is in fact a "brldgeline" carrier, 

not a shoirtline.- 

(8) Conrail*3 Costs and Revenues 

In 1976, Conrail earned $8.6 million on the Pocomoke- 

Horfolk line. With the creation of the V&M in 1977, all of Con- 

rail's costs on the line were eliminated. Conrail no longer has 

to run the line, and thus Its "on-branch" costs are Inctirred no 

longer. Tet Conrail still derives revenue from the line, through 

the V&M. 

Conrail still has "off-branch" costs associated with the 

V&M traffic. That is, Conrail Incurs costs to deliver and i>ecelT« 

cars to/fi*om the V&M. 

Note below: 
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Conrall 1976 ReTenues. 

Pocomolce-Norfolk ....... $8.6 lallllon 

Conrall Off-Branch CoBta   $3.9 million 

Exceaa Revanne Remaining. 
Available to divide between 
V&M and Conrall, 1976 data . . $4.7 Billion 

* (Figures from State Rail 
Plan, aa filad by Conrall with 
FRA, using ICC RSPO formula for 
Off-Bran^ coats) 

Therefore, In terms of 1976 figures, if Conrall'a off-branch costs 

are fully compensated out of the revenues derived from Pocoaoke- 

Norfolk traffic, there is still $4.7 million left to divide be- 

tween Conrall and the V&N. 

Keeping the comparison constant In teraa of 1976, the VUI 

would have received $2.8 million of the revenue remaining, based 

on the 1976 traffic level. That means, in term's of last year*a 

traffic level, Conrall would still have made $1.9 million in 

clear profit over costs while Interdianging with the 7&M, at pre- 

sent divisions with the V&M.  See belowi 

1976 Revenue Remaining, 
after covering all of 
Conrall*8 Off-Branch Costa . . . $4.7 million 

Cas aboi/«) (IS aboira) 

less 7&M Revenue at present 
divisions, 1976 traffic level . . $2.8 million 

Clear Profit for Conrall, 
Over Coata     $1.9 million 
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Nothing Bior« clearly demonstrates the Ineqnity of the V&M's pre- 

sent dlTisions than the sise of Conrall's profit on the V&M traf- 

fic, while the VSJI now loses from $70 to $134 per car. 

If the figures are adjusted for 1977 traffic, and if 

allowance is made for the minor j^erenues lost to Conrail on cars 

interchanging strictly between V&M and the four carriers in Nor- 

folk, Conrall's clear profit will decline to around $1.3 million. 

This still leaves considerable room for Conrail and the V&H to 

negotiate divisions In which the VAX can break even and Conrail 

can make a profit. Any expansion of traffic oTar 10,000 ears 

, will e:q>and Conrail's profits and make the V&M successful. 

Because of the totally inadequate Gtonrall divisions, the 

T&H has been forced into a position of imminent insolvency, or 

else forced to Increase its subsidy requirement. There is no 

need whatever for this situation. Piiblic funds being paid to 

the 7&M for operating subsidy ar« merely subsidising Conrail, due 

to Conrall's ability to ignore its smaller neighbors. If we wish 

to expand Conrall's subsidy, there are other, more direct ways 

of doing so. 

Based on 1976 experience, the average division percentage 

at which Conrail is made whole (i.e., no loss) is 39^ V&M/ 61^ 

Conrail. 

However, Conrail often sidesteps the issue of its costs. 

If Conrail states now that its 1977 off-branch costs to deliver 

cars to the V&M are far higher, this would be inconsistent with 
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Conrail's stat«d 1976 off-branch costs. Furthennore, general 

rate increases and Conrail's off-branch costs should balance 

over the next several years. 

Bnt rather than off-branch cost, Conrail usually argues 

in terms of "full cost". By this, Conrail means that the cost of 

doing business in Delmarva must reflect Conrail* s overhead costs 

throughout its lA-state system. That is, Deloarva profits are 

not really "profits" unless these pay for non self-supporting 

and unprofitable activities elsewhere. Hence, on this basis, 

Conrail would turn down business on Deloarva which could help 

reduce Conrail's total loss. Most economists will find Conrail's 

system of "full costing", as a means of decidliig whether a par- 

ticular traffic is profitable, a bit ludicrous. 

(9) V&M's Pivisions Proposal 

To break even, the V&M requires an average revenue per car 

of approximately $300, as opposed to the present level of $200 

per car. Such an increase is consistent with precedents through- 

out the railroad industry, other than Conrail's. As demonstrated 

above, there is room In Conrail's revenues derived from V&M traf- 

fic to provide such divisions, and still leave Conrail a ptx>flt. 

A divisions agreement is primarily a contractual matter 

between two railroads. As such, both parties must see their best 

interests in the agreement if it is to succeed. Therefore, for a 

good agreement between Conrail and V&M, Conrail must see a profit 

in doing business with the V&M. Conrail should have a definite 

incentive to maintain its traffic with the V&H. The V&M proposal 
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steurts, therefore, on the assumption that Conrall must first 

be made whole on the 7&M traffic, and then the remaining reve- 

nues should be divided In such a way as to Insure the survlTal 

and success of the VSJ4 and provide some profit for Conrall. 

(10) V&M'a STirvlval is in the Interests of Conrall 

The survival of the V&M is certainly In the Interests of 

Conrall. Without the line from Pocomoke to Norfolk, with the 

car float, the rest of Conrall*s line through Delaware will lose 

8000 to 12,000 cars of brldgellne traffic each year. Thus, if 

the V&H folds, the rest of Conrall through Delaware could soon 

wither as well, especially south of Harrington, due to the sharp 

drop in traffic. 

However, if Conrall should state that the survival of the 

7&N is not in its Interests, then the three Deloarva states can 

make the inference that Delmarva will soon lose rail service en- 

tirely, as Conrall withdraws and the V&M disappears. 



414 

SUMMAHT 

We have shown that the V&M requires operating subsidy 

only because Conrall refuses to grant fair divisions. Conrail 

makes large profits on Its business with the V&M, while the V8cM 

will soon be insolvent due to the Inadequate divisions, despite 

its operating subsidy. 

Therefore, operating subsidy funds from taxpayers which 

are given to the V&M are simply cross-subsidizing Conrall. 

The additional money needed to put the 7&M on its feet 

can come either from (1) more subsidy, or (2) fair divisions from 

Conrall which still leave Conrall a profit on its business with 

the V&M. Rather than granting more subsidy, we would urge those 

persons and agencies interested in Delmarva's economic future 

to support the second choice. 

Negotiations of any type generally produce a fair result 

if the dout on both sides of the table is roughly equal. 

The intent of Congress, when It created Conrall, was 

surely not for Conrall to literally sabotage alternative solutions 

developed by states to solve their own rail problems. 

Delmarva has a sound opportunity available to meUce its 

experiment in locally-oianaged rail operations a success, fully 

self-supporting within a few years. If this opportunity is taken, 

Delmarva can be an example to the nation in this fom of eeonoale 

foresight. 
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STATEMENT OF HAROLD WESCOAT. 

Mr. WESCOAT. I have a statement I would like to make. 
I am Harold Wescoat, member of the Accomack-Northampton 

Transportation District Commission, and am appearing here today 
as a representative of that commission, and also a representative of 
the Board of Supervisors of Northampton County. 

The Accomack-Northampton Transportaton District Commission 
is making a valiant effort to save the Delmarva Rail Service on the 
Eastern Shore and to provide an essential alternative transporta- 
tion service providing the only logical by-pass of the heavily-con- 
gested Baltimore-Washington rail corridor for traffic moving north 
and south. 

The A-N Transportation District is not only concerned with the 
effect that a termination of rail service would bring on the area 
that it serves, but is also concerned for its neighbors in Delaware 
and Maryland. If the Virginia portion of this line does not survive 
and through traffic no longer reaches the ConRail lines in Many- 
land and Delaware, it is very unlikely that future rail service will 
continue south of Wilmington, Delaware. This would mean a large 
number of ConRail employees presently working in Maryland and 
Delware could be affected, along with the economic health of the 
tri-State area. 

The Transportation District Commission also feels that this line 
has a vital national defense significance because it has the capacity 
to and does carry items which are too high or too wide to be moved 
north or south without being routed over very indirect routes, 
causing delivery delays of 2 weeks or longer [see attachment]. When 
the northeast corridor high-speed improvement project construction 
begins shortly, the need to move high and wide loads over the 
Delmarva line will become even more magnified. 

The A-N Transportation District desperately needs the extension 
of time provided in H.R. 9398 to provide for the rehabilitation of the 
Delmarva line and to allow the Virginia-Maryland Railroad to 
become self-sufficient. We have a private operator under contract 
who is doing an excellent job. Operating cost are presently running 
about 50 percent of ConRail's operation of the same line a year ago. 
This line should not be allowed to die without a chance. A fair 
chance would be provided if the line could operate so that a round 
trip could be handled in one day. This is only going to be possible if 
the rehabilitation project can proceed and if H.R. 9398 can be 
passed prior to April 1, 1978. 

The provisions of the proposed legislation which require union 
labor rates and work rules now being considered would be disas- 
trous for us, emd part of the reason we are in such bad shape now. 

We plead with you to support the time extension provisions of 
H.R. 9398 and to reject the union labor and work rules require- 
ments being considered. 

Thsmk you. 
[Attachment to Mr. Wescoat's statement follows:] 

O - 78 - 2a 
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Mr. RooNEY. Thank you very much. 
Mr. WESCOAT. Incidentally, I have got some pictures here of wide 

and high loads that you couldn't carry on the other lines on account 
of the tunnels and so forth. 

Mr. RooNEY. I am very well aware of those problems, because 
there are several companies in my district that have developed 
these large pieces of equipment, and then are unable to ship them. 

Mr. WESCOAT. That is right. 
Mr. RooNEY. So I can appreciate what great work you are doing 

for the community. 
Mr. WESCOAT. Fine. 
Mr. RooNEY. I just have one question. Either of you can answer. I 

guess, Mr. Withuhn. 
You said in your statement that former members of the UTU are 

now working for your company and they are very happy because of 
the future outlook of the company, and then you go on to mention 
you pay sick benefits. You pay this, you pay that. 

How does that fair with respect to UTU rates? 
Mr. WITHUHN. As I mentioned I think just in ptissing, it is very 

hard to calculate an exact trade off between, say, the hourly basis. 
We pay strictly hourly with overtime provision. UTU contract 
provides for a minimum mileage requirement plus there is a daily 
rate that is figured in plus mileage. There is travel time, both 
deadhead and train service, so to try to come up with an hourly rate 
is very difficult, but I would say hourly, it is about double. 

Mr. RooNEY. At the end of the month the UTU employee makes 
$1,000. How does that compare to your employee? 

Mr. WITHUHN. In terms of our annual take-home pay for our 
employees in fact most of our employees have come to us and s£dd 
in fact they are making just the same thing in total over the year 
than they did with ConRail but in fact are working more and are 
not being overworked. 

Mr. RooNEY. Thank you very much, gentlemen. We appreciate 
very much your testimony this afternoon. 

After 6 hours and 10 minutes, that will conclude the hearing. 
[The following statements and letters were received for the 

record:] 
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Testimony Submitted to the Subccanmlttee on Transportation and Commerce 
of the House of Representatives Committee on Interstate and Foreign 
Commerce. 

My name is Ray Chambers and I serve as Federal Representative 

of the Bangor and Aroostook Railroad.  We come before you to support 

strongly legislation to expand, and make more flexible, the state 

rail assist2mce program. 

We feel strongly that the federal !md state governments should 

be able to help railroads and shlpers who feel that a branch line 

should be rehabilitated before it reaches such a state of disrepair — 

and subsequent disuse — as to be subject for abandonment.  I am 

convinced that railroads can work cooperatively with the states in 

improving lines now liable for eventual abandonment. 
for 

There are, of course, many lines/which economic sense does 

not dictate survival.  A cooperative relationship between state rail 

planning groups and the railroads should help to isolate those cases 

and get them through the processes without the high costs which are 

now sometimes associated with such applications. 

We in the Northeast are well aware of the benefit which can 

accrue from active state-railroad cooperation in dealing with 

transportation questions.  We feel that several of the bills being 

considered by your Committee would be helpful in expanding that 

cooperation.  It is not our intention at this point to go into any 

detail on the various provisions which have been proposed to you — 

but rather to express our strong support for the general legislative 

goals that these bills share. 

We believe that the transportation system of the nation will 

be well served by the continuation of a strong rail system cind that 

the active cooperation between the states and the railroads is an 

asset in this regard.  We urge you committee to give full consideration 

to this legislation. 
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STATEMENT OF ALAN G. DUSTIN 
President and Chief Executive Officer 
Boston and Maine Corporation 

Submitted to: The House Committee on Interstate and Foreign Commerce 

Subject:  Testimony on a Proposal for a Local Rail Service Improvement 
Program of 1977. 

The Commerce Committees of both Houses of Congress are currently 
considering a variety of bills to amend Title VIII of the Railroad 
Revitalization and Regulatory Reform Act and the State Assistance 
Program of the Regional Rail Reorganization Act, 

Attached to this testimony is a proposal for a substantial 
alteration of the existing State Rail Assistance Program,  It 
seems to roe that the time is right to make the State program more 
flexible and to give it a permanent foundation. 

In previous testimony, a number of issues have been raised. 
These involve such things as the Federal share, in-kind benefits, 
planning funds and FRA procedures.  All of these are important, 
but, in my view, the overriding question is:  What role should 
the States have in rail revitalization? Should it be limited 
to the abandonment question or should it be larger? 

All of us dealing with this subject are aware of how the local 
rail service programs came into being through Section 402 of the 
3-R Act and then Section 803 of the 4-R Act.  Tl-'->se two programs will 
becomet one on April 1, 1978.  They are both similar in that they 
deal only with lines authorized to be discontinued.  Section 802 has 
a 5 year life. 

Despite the problems of start-up, the programs are off to 
a significant beginning.  A small office in the FRA was established 
to get this new and complicated Federal/State/private activity underway. 
All 18 Northeast states are participating in the 402 program.  About 
3000 miles of line are under subsidy.  Thirty-two States are eligible 
for 802 and 31 have had planning grant applications approved.   While 
I know there has been some unhappiness with the Federal Railroad 
Administration, they have been involved in a difficult situation 
in the past.  Mr. Hall and now Mr. Sullivan, and the FRA team have 
begun administration of a law that, in the case of 803 is not particularly 
rational.  There have been major impediments in enviornmental law, 
civil rights law, the General Accounting Office, the ICC and USRA. 
There have been three Presidents, three Secretaries of Transportation 
and 48 states anxious to get underway with as little interference 
as possible.  Program requirements and budget restrictions of ONB 
have needed to be overcome.  Probably the managers of 803 deserve a medal 
rather than criticism. 
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Page two-DuBtln Testimony 

It seems appropriate that before we get the existing 803 
program, with Its limitations, set in concrete we should move 
to establish a permanent State role.  In the first instance, 
that role should be concerned with the local rail service problem. 
Working with the States, the rail industry should move away from 
the negative stance we have taken to the branch line question, and 
begin to view the branches as vital suppliers of our mainlins'^traffic. 

Despite the fact that we are re-organizing under the protections 
of Section 77 of the Bankruptcy Law, the Boston and Maine has not 
attempted to abandon a line since before passage of the 3-R Act. 
My experience has been that when a line is abandoned, the merchandise 
vanishes from rail.  I feel that the traditional rail management view 
of branch lines has been harmful to the overall rail Industry.  However, 
in most circumstances it has been the only option available to stem 
Individual losses. 

The theory has been that if a line loses money—chop it off. 
The procedure has been long and complicated since communities and 
shippers often fight abandonments.  The battles are expensive, costly 
to railroads also in terms of public image and generally drag out for 
years. 

The real losers are generally the railroads.  An example: 
Railroad A in Maine lost money on a branch line that had one 
factory producing widgits.  The factory shipped only 300 carloads 
of widgits per year.  A minimum of 400 carloads was need for the branch 
to break even.  The railroad filed a petition for abandonment and, 
$110,000 in legal and consulting fees and two years later the line 
is abandoned.  A paper manufacturing company consider a new plant 
on the branch, but rejected the idea as soon as they discovered 
the line was subject to an abandonment petition.  The widgit factory 
then turned to the highway mode to transport widgits.  The widgits 
are now permanently handled by truck.  The fact is, that while the 
originating railroad was losing money, the Boston and Maine, the 
Delaware and Hudson, the Chessie and the Santa Fe all made money 
on their divisions of each carload of widgits that moved west. 
Now that revenue is gone forever. 

Another example:  Let's assume a profitable Western carrier 
is moving 100,000 carloads of bridge traffic to and from the far 
West and Northeast.  If 10,000 carloads are lost to truck because of 
line ab2uidonments on other carriers, that 10% drop in business could 
be devastating.  While that Western carrier may have few abandonment 
problems of his own, he may be severely hurt by activity in the 
Northeast and Midwest. Thus, while some individual carriers are solving 
some immediate cash problems via abandonment the entire industry 
experiences continued erosion of financial viability. 

It is a difficult problem because most individual railroads 
simply do not have the ability to subsidize losing lines for the greater 
good of the Industry.  Seeking an abandonment is the only alternative. 
Obviously some lines should be abandoned.  But there are other lines 
that should be Improved and kept operational.  Now, with both the 
House and the Senate reviewing this subject there is opportunity for 
a new alternative.  The railroad industry, labor and management, 
should work with Members of this Subcommittee to mold a good program 
that will address the national branchline problem in a comprehensive 
manner. 

The States, in my view, are particularly suited to administer a 
national local rail service program.  They are the closest 
to the problem.  Both the 402 and the 803 programs have given them 
a beginning both in terms of planning and practice.  Now before we 
become too tied down by the specific requirements of 803, we should 
design a permanent national program that is reasonable. 
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August, 1977 

LOCAL RAIL SERVICE IMPROVEMENT PROGRAM OF 1977 

A Proposal by Alan G. Dustln ' 

BACKGROUND.   This is a proposal for a new program for local 
rail service improvement to be administered by the States.  It 
expands on the concepts of rail service assistance contained in 
Section 402 of the Regional Rail Reorganization Act of 1973 and 
Section 803 of the Rail Revitalization and Regulatory Reform Act 
of 1976. 

This proposal is designed to give the States maximum 
flexibility.  It creates a State Rail Fund which, based on a formula, 
is divided between the States.  The money may be expended according 
to the State Plan which has been previously approved by the Secretary 
of Transportation.  There are two categories within a State Plan. 
Each category, or Account, has a different Federal match and 
different rules.  The first account allows operating subsidies 
for bremch lines which are losing money but should be maintained 
in the State's rail system—whether or not the line has been 
approved for abandonment.  The second Account is for rehabilitation. 

THE STATE PLAN.  Each year the State's designated Rail Official 
will submit, by June 30, the annual proposed State Rail Plan to 
the Secretary of Transportation.  The Secretary must approve the 
Plan by September 30, and transmit the Federal funds to which the 
State is entitled within 30 days thereafter.  Any disputes between 
the Secretary and the State Official should be resolved by binding 
arbitration (perhaps the ICC) and the plan should be approved and 
funded as soon as the arbitration decision is made.  The States 
may then proceed to fund all Subsidy and Rehbilitation Projects 
contained in the Plan without further Federal approval. 

Discussion.  This seems a functional approach that should 
work over a period of time.  Such questions as in-kind benefits. 
States pooling of resources and project by project funding levels 
should all be resolved up front in the Plan.  Once the Plan is 
approved by the Secretary there should be no further Federal interference 
(unless there is a violation of Federal law).  It should be possible 
for the State, with FRA approval, to eimend the Plan from time to time. 

Funds for the State portion of the State/Federal match must be 
indentified.  They nay include in-kind benefits, shipper funds or 
services, funds or services of other governmental units, of the 
railroad itself, or any other person approved in the State Plan. 
To give the Plan wider reach the Federal match for any project 
may be lowered, but it may not be raised above the maximum set in 
law. 
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Page two—Oustln Proposal 

THE RAIL SERVICE SUBSIDY ACCOUNT.  This Account may only 
be utilized for operating subsidies on project lines.  An operating 
subsidy in a Subsidy Project must cover 100% of the difference 
between operating revenues attributable to the line and the 
avoidable cost of providing rail service over the line.  At the State's 
option, a Subsidy Project may last as long as 5 years.  The Federal 
match may be as high as:  Year 1-100%; Year 2-90%; Year 3-80%; 
Year 4-70%; Year 5-50%. 

There are two kinds of subsidies available.  The first 
is a Continuation Subsidy. When a line has been certified by 
the ICC for abandonment, the State, through the State Plan, may 
offer a Continuation Subsidy for up to five years.  The ICC may 
require the line to be operated for that time.  The second kind 
of subsidy is a Local Rail Service Subsidy.  A Local Rail Service Subsidy 
Project may be undertaken on any line where there is an operating 
loss in accordance with the formula, but it is deemed by the carrier 
and the State that it is important for the line to remain in operation. 
This Subsidy may be offered whether or not the carrier has petitioned 
for abandonment.  A Service Subsidy must be originally requested 
for inclusion in a State Plan by the carrier. 

Discussion. The Local Rail Service Subsidy Account retains the 
3-R and 4-R Act concept of providing assistance to maintain 
local rail service that is financially draining to a carrier.  However, 
it makes substantial changes in ithe existing program. For example, 
the Account is made permanent.  Clearly the branch line problem will 
be with us for a long time.  Also, the declining Federal match is not 
tied in the statute to calendar years, but to project years.  A new 
project can be intiated at 100% Federal regardless of the year it begins. 
This is adopted from the suggestion put forth by Congressman Joe Skubitz 
in the House Subcommittee hearings.  The Subsidy Account may not be 
used for rehabilitation (however, the Rehabilitation Account may be 
used for work on lines under subsidy).  This keeps the operating subsidy 
pure and clearly identified. 

All projects in the Subsidy Account will be identified as either 
a "Continuation Subsidy" or a "Local Service Subsidy".  The Continuation 
Subsidy is the most similar to the 3-R and 4-R Act programs in that 
this subsidy is made available only to those lines approved for 
abandonment.  The Continuation Project funds may be used for operating 
subsidy or for the purchase of a line of railroad approved for abandonment. 

Our recommendation is that the funds be used sparingly for line 
purchase.  As a general policy the carrier requesting the abandonment 
should be required to continue operation of the line through the 
life of the project.  Once a shortline operator takes hold he will 
have a vested interest in keeping the subsidized line going no matter 
what its viability.  Or, as William G. Mahoney of the Railway Labor 
Executives pointed out in Rouse hearings, "a 'designated operator' 
can cease operations as summarily as be began them.  This could also 
prove destructive. 

Under any circumstances, we are adamently opposed to creating shortlinef 
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and allowing trackage rights over abandoning carriers to make the 
shortlines whole.  This would be bad for management, bad for labor 
and would result in confusion and a great deal of hostility on all 
sides.  It could, in fact, lead to a kind of "state nationalization" 
where the State takes over operations of all lines with Federal 
money.  Efficiencies of private enterprise operations would be 
lost and, such a move would be a large step toward real nationalization. 

The newest aspect of the proposal is the Local Service Subsidy 
which may be made available, on a project by project basis, to lines 
not listed for abandonment but which cost the carrier to provide service 
to shippers.  This idea is in concert with proposals in various House 
and Senate bills that allow aid to lines "potentially subject to 
abandonment." As FRA Administrator Sullivan points out the language 
"offers railroads an incentive to allow lines to deteriorate and 
become eligible for the program." Mr. Mahoney, in his testimony, 
states, " It appears from the various railroads' designations of 
lines potentially subject to abandonment that the branch lines and even 
some secondary main lines of the private railroad corporations will go 
the way of the passenger train."  Implicit in what Mr. Mahoney is saying, 
and I think he is correct on this point, is that if we get lines into 
a potentially abandonable stream in the first place, even if just to 
qualify them for subsidy, we will then push on to abandonment if we 
don't get the subsidy in a kind of self-fulfilling prophecy. 

A major concern to me is that as soon as we list a line as 
"potentially abandonable" it becomes a doomed line in terms of 
attracting new business.  In fact, existing business may turn to 
truck or any other alternative as a matter of protection.  Thus, if 
we can get abandonment out of the language we will be far better 
off from day one of the initiation of a Local Service Subsidy Project. 
Hopefully, an agreement between a carrier and State to enter a Service 
Project will be seen as a positive commitment to the future of the line 
rather than a last ditch effort to side track an abandonment. 

This proposal assumes certain good-will between the State and the 
carrier in agreeing to a Local Service Subsidy Project. The carrier must 
request the subsidy from the State and will be expected to make a good 
faith effort to make the line viable during the life of the Project. 
However, if a carrier requests a Project Agreement, and the State 
refuses to enter into such an agreement providing a full subsidy, 
then the State may not oppose any subsequent abandonment petition 
for the line in question. 

This proposal does not address the very important question 
of the ICC process leading up to a Certificate of Abandonment 
and eligibility for a Continuation Subsidy.  That should be considered. 

RAIL REHABILITATION ACCOUNT.  Any rail rehabilitation project approved 
for inclusion in the State Plan may be funded through this Account. 
The maximum Federal share may be:  Jobs-100%  Materials & Supplies-80%. 
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Discussion.  This proposal does not limit the kind of work that may 
be undertaken in a Rehabilitation Project.  Emphasis should be on branch 
line rehabilitation, but State would not be prohibited from moving in 
an area where there is a high public interest.  The greatest need in 
Colorado, for example, may be for railroad relocation around a town 
or grade separation to make way for new unit coal service.  In New 
Hampshire, branch line rehabilitation is most appropriate. 

The formula for the maximum Federal match is different from the 
Subsidy Account.  In rehabilitation there is no advantage to a 
declining Federal share.  This proposal allows for two maximum Federal 
shares in Rehabilitation—100% for employment costs and 80% for 
materials and supplies. 

The 100% jobs subsidy is based on the fact that the Congress 
has already created a high priority for public funding for jobs. 
During the last two years Railroad Jobs legislation passed both the 
House and the Senate by overwhelming margins.  Only «c> inter-union 
dispute over who would get the work caused Congress not to press that 
legislation to final enactment.  However, the New Englemd Regional 
Commission has run its own railroad jobs program, and it works well. 
This year. Congressmen led by Mr. Florio of New Jersey and Mr. Conte 
of Massachusetts and Senators led by Mr. Heinz of Pennsylvania have 
introduced new railroad jobs legislation and I eim hopeful that it will 
be considered. Htwever, there is no reason why that good and workable 
concept cannot be incorporated into this State administered progreun. 

This proposal envisions a 80% Federal match for supplies and 
materials.  While I am not wed to a specific percentage here it seemed 
appropriate to utilize the match available for UMTA capital projects. 
A Federal match that is lower will put rehabilitation projects out 
of reach for most States. 

FUNDING FORMULA.  Bach State is entitled to an amount equal to the 
total amount appropriated, multiplied by a fraction whose enumerator 
is the "approved rail mileage with State subsidy" in each State Plan 
and whose demonator is the rail milage for all States eligible for 
assistance.  Each State would receive a minimum of 1% of the total 
apprppriation. 

"Approved rail mileage with State subsidy" for purposes of this 
formula is that mileage contained in a Subsidy or Rehabilitation 
Project for which the non-Federal share is at least 10%.  No mile 
may be counted twice.  As already indicated, before a Plan is approved 
by the Secretary, the non-Federal share must be identified. 

Discussion.  This formula attempts to give weight to States that 
have the greater problem and/or are willing to make the greater effort. 
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STATEMENT ON BEHALF OF ST. LAWRENCE RAILROAD 
WITH RESPECT TO H. R. 8393. 

Mr. Chairman and Sub-'Conunittee Members.  My name is Andrew 

P. Goldstein.  I an an attorney, and I submit this statement on 

behalf of Mr. John H. Rees, President of National Railway Utili- 

zation Corporation, which does business under the name of St. 

Lawrence Railway.  Mr. Rees could not appear today due to pre- 

existing commitments made before these hearings were announced. 

The St. Lawrence Railroad operates various rail properties 

in New York State in the vicinity of Ogdensburg, a St. Lawrence 

seaway port. One of these properties is known as the "DeKalb 

Branch," extending some 27 miles from DeKalb Junction to Ogdens- 

burg.  The St. Lawrence Railway operates that branch as a "desi- 

ginated operator," and commenced such operations on April 1, 1977 

pursuant to the request of the Ogdensburg Bridge and Port Auth- 

ority (an authority created by the laws of the State of New York), 

which itself was the designated operator on these properties from 

April 1, 1976 through March 31, 1977. 

The "DeKalb Branch", prior to April 1, 1976, was operated by 

Penn Central Transportation Company.  When the Ogdensburg Bridge 

and Port Authority became the designated operator of that line, 

if offered employment to those Penn Central employees who formerly 

had been employed in providing service on the line; but none of 

them accepted.  Accordingly, the Ogdensburg Bridge and Port Auth- 
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ority hired its own employees to provide service on the line. 

When the St. Lawrence Railroad became the designated operator of 

the line, on April 1, 1977, it retained the Ogdensburg Bridge and 

Port Authority employees. At the current time, there are seven 

employees devoting their full time to providing service on the 

DeKalb Branch, employed by the St. Lawrence Railroad as a "desig- 

nated operator." 

As the Committee Icnows, many states are encountering problems 

in determining which "designated operator" lines will receive sub- 

sidy payments in future years.  The St. Lawrence Railroad has been 

informed by the State of New York that, as a matter of policy, the 

State will not be in a position, commencing April 1, 1978, to make 

any additional "subsidy" funds available to the DeKalb Branch. 

The State accordingly has placed the shippers on that Branch on 

notice that they must either agree to a "surcharge" on their or- 

dinary freight bills in an amount sufficient to make up the subsidy 

payment, or see rail operations on the line terminate. The ship- 

pers have agreed to pay that surcharge -- amounting to some $110 

per car -- rather than see their service be eliminated. This sur- 

charge is based upon current operating conditions, which do not 

involve the employees in national railway labor agreements. If 

the surcharge arrangements are finalized, it would represent a 

tremendous concession by the shippers on the line toward contri- 

buting to the continued subsidized operations of the DeKalb Branch. 
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As we understand the legislation proposed in H. R. 8393, it 

would make operations, such as those conducted on the DeKalb 

Branch, subject to national railway union work rules and agree- 

ments, and possibly might require the St. Lawrence Railroad to 

offer employment to, and to employ, former Penn Central employees 

(with whom the St. Lawrence Railroad has never had any contact 

whatsoever).  If the latter were to be the case, the current St. 

Lawrence Railroad employees, providing service and performing 

maintenance of way work on the DeKalb Branch, would have to be 

replaced, since the Branch cannot, under any stretch of the imagina- 

tion or any circumstances presently known, operate with two sets 

of employees. 

On the other hand,  if the proposed legislation would simply 

have the effect of making present St. Lawrence Railroad employees 

subject to national labor agreements, very probably resulting in 

substantially increased wages and substantially altered work rules, 

labor costs associated with the operation of the DeKalb Branch 

would soar astronomicly.  Shippers on the line would be faced with 

a substantially increased "surcharge" in order to continue to re- 

ceive service, or would be faced with the alternative of seeing 

their railroad service terminated entirely. 

We take no position whatsoever on the" wisdom on legislation 

which establishes ground rules for the future in the form of re- 

quiring new railroad operations, provided with Federal financial 

assistance, to become subject to national railway labor work rule 

agreements. 
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However, where an existing subsidized operation already is 

in place, operating under conditions which reflect a negotiation 

of revenue divisions and operating costs based upon a non-work 

rule concept, a bill which would have retroactive application in- 

sofar as requiring employees to become, in effect, parties to na- 

tional labor agreements, would be unjust, inequitable, and devas- 

tating to the future of continued rail operations. 

It is our view that any legislation which would make "sub- 

sidized" carriers, operating with Federal financial assistance, 

automatically subject to national labor work rule agreements, should 

not apply to any subsidized operation currently in existence, since 

such operations, including the revenue division upon which they 

are predicated, were commenced without contemplation of any such 

requirement.  However, if the Congress is going to legislate the 

retroactive adherence by subsidized short line carriers to national 

railway work rule agreements, then we respectfully suggest that 

it must couple that requirement with a requirement that the con- 

necting trunk-line carriers, whose former branches are being op- 

erated under subsidy, be required to provide the "short line" con- 

nection with a division of joint revenue sufficient to cover the 

increased labor costs which will be incurred if adherence to na- 

tional railway labor agreements is maindated.  If that is not done, 

existing short line railroads, which have agreed to assume, at 

little or no profit, "designated operator" status, will be doomed 

to bankruptcy, and shippers, such as those on the DeKalb Branch, 

who have offered to subsidize existing operations, will be forced 

to terminate rail operations altogether.  We cannot see how such 

a result would be in the public interest. 
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SUB-CQMMITTEE ON TRANSPORTATION & COMMERCE 
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TESTIMONY OF J. EDWIN HOBBS 

CHAIRMAN, RAILROAD COMMITTEE 
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At page 15, line 12 — continuing through page 16, ending with 

line 23. The section begins, "(3) by adding at the end thereof 

the following:  ' (E) the carrier as well as any designated 

operator"..." 

These sections will pose an impossible burden on the short line 

operators now operating under contract to the State of Maryland and 

the Accomack-Northampton Transportation District in Virginia. Even «nth 

the subsidy funds available under present law, these operations, while 

rendering essential rail service, are at best marginal financially. 

The costs of observing rail craft union work rules will without a doubt 

force a cessation of operations and totzU. loss of rail service on the 

branches they serve. 

Passage of legislation mandating rail union agreements %<ill not ensure 

preservation of any Jobs, union or otherwise. The operations simply 

cannot carry any addition2il burdens and will eliminate those jobs 

still existing. 

We urge you not to enact these provisions. No Act at all would be 

better than one containing these requirements. 
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My name is J. Edwin Hobbs.  I eun President for Delmarva 

Power & Light Companies of Maryland and Virginia, with office in 

Salisbury, Maryland. 

Since January 1974, I have served as Chalman of the Railroad 

Connittee of the Delmarva Advisory Council.  DAC is an Economic 

Development District organization formed in 1964 by the Governors of 

Delaware, Maryland and Virginia.  It has had continued support of the 

three states since that time and has had Economic Development 

Administration support since 1967.  DAC's area of responsibility 

includes the Delmarva Peninsula south of the Chesapeake and Delaware 

Canal.  My appearance is on behalf of the DAC Railroad Committee 

speaking for the Delmarva Region. 

The stated mission of the Railroad Committee is "The preservation 

of viable rail service on the Delmarva Peninsula, including the through 

connection to Norfolk." The area situation remains such that nothing 

less vrill sustain the local economy. 

He have reviewed the bill filed as H.R. 9398, September 30, 1977, 

to evaluate the effect on our region should it become law.  Most sections 

of the bill would provide needed relief for rail service on the light 

density lines here. 

There are, however, two sections which will have the effect of 

terminating all rail service on the Delmarva Peninsula except that owned 

and operated by Con Rail under the Final System Plan.  We must strongly 

request the deletion of these sections. . 

They are as follows: 

At page 4, line IS   continuing through page 5, ending with 

line 25.  The section begins, "(3) The State, Carrier, or 

any designated operator..." 

21-S84 O - 70 - 2« 
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STATEMENT OF DAVID SCOTT, CHAIRMAN OF THE BOARD 
OF THE 1009 COMMITTEE REPRESENTING THE NESQUEHONING VALLEY BRANCH 
BEFORE THE SUBCOMMITTEE ON TRANSPORTATION AND COMMERCE COMMITTEE 

ON INTERSTATE AND FOREIGN COMMERCE 
OF THE UNITED STATES HOUSE OF REPRESENTATIVES  

HEARINGS 
ON 

H.R. 3672, H.R. 6739, H.R. 6792, H.R. 7370, H.R. 8393, 
and Related Measures 

28 July 1977 

My name is David Scott.  I am the Chairman of the Board 

of the 1009 Committee representing the Nesquehoning Valley 

Branch (USRA 11009), which traverses Carbon and Schuylklll 

Counties.  I am also the Facility Manager for the Air Products 

and Chemicals, Inc. Hometown Plant, located in Schuyllcill 

County in the Sixth Congressional District in Pennsylvsmla. 

Since the enactment of the Railroad Revitalization 

and Regulatory Reform Act of 1976, our Branch Line Committee 

has been very active attempting to insure our branch line 

profitability, as well as insuring the proper cost effective 

methods of servicing this area.  In the past year our committee's 

three technical rail experts have had difficulty in obtaining 

specific financial data from Conrall, operator of this subsidized 

line.  In turn, our shippers have been unable to make financial 

judgements in regard to future rail shipments due to this 

uncertainty of specific costs.  Certain shippers, faced with 

the uncertainty of specific service in the formulative 
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months of Conrall, were forced to back up continuing plant 

activities with truck shipments. 

More importantly, even though Congress specifically 

provided for the accelerated maintenance under the 4R Act, 

for a multitude of reasons the Federal Railroad Administration 

has been unable to process and approve projects, contracts 

or funding applications for improvements in branch lines 

during that Initial period when the subsidy level was 100%. 

This is exemplified by the fact that even though proper 

approvals were obtained and technical evaluations completed 

on our line some six to nlng months ago, the paperwork delays 

have resulted in a situation where no physical work has been 

started to date.  These bureaucratic delays within the FRA 

have, therefore, essentially repealed this section of the 

4R Act.  It Is for these reasons that our Committee supports 

BR 6739 introduced by Mr. Staggers which recommends that 

accelerated maintenance funds be maintained at the 100% level 

until September, 1978. 

In summary, the first year of operation under the Conrall 

system has been a formulatlve process whereby both Conrall 

and shippers have been readjusting to this new reorganization. 

Financial data generated during this period has been somewhat 

questionable due to the lack of cars and new routings that 
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could tend to confuse individual customer usage data.  This, 

together with the paperwork delays in getting the system 

set up and maintained, has created a situation that has not 

allowed the original intent of the 4R Act to be carried out. 

It is our opinion that the additional time provided in the 

HR 6739 would provide for these inadequacies and insure the 

intent of tha original bill. 

IJavid J. 
Chairmcui of the-^ard 

The Nesquehoning Valley Braitch 1009, Inc. 

(Facility Manager 
Specialty Gas Department 

Air Products and Chemicals, Inc.) 
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STATEMENT OF WILLIAM J. TAYLOR 
IN BEHALF OF ILLINOIS CENTRAL GULF RAILROAD COMPANY 

ON 
H.R. 3672, H.R. 6739, H.R. 6792, H.R. 7370, 
H.R. 7486, H.R. 7715, H.R. 8172, H.R. 8393, 

H.R. 8420, and related bills 

BEFORE THE 
SUBCOMMITTEE ON TRANSPORTATION AND COMMERCE 

OF THE 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 

U.S. HOUSE OF REPRESENTATIVES 
August 2, 1977 

Mr. Chairman, Members of the Committee, my name is 

William J. Taylor.  I am President and Chief Operating Officer 

of Illinois Central Gulf Railroad Company (ICG). 

ICG operates 9,044 route miles in 13 Midwestern states, 

extending from the Great Lakes on the north to the Gulf of Mexico 

on the south. 

At the present time, ICO has applications pending before 

the Interstate Commerce Commission to abandon 21 different line 

segments totaling about 542 miles.  These applications were filed 

prior to the promulgation of the new abandonment regulations under 

the "4-R" Act.  Later this year we expect to file applications with 

the Interstate Commerce Commission to abandon IS additional line 

segments, totaling about 629 miles.  These 15 branchlines are 

identified on our system diagram map as lines subject to abandonment. 

Section 3 of H.R. 7370, H.R. 7715, H.R. 8172, and H.R. 

8393 would make federal funds available in the form of payments for 

operating assistance for lines which are before the Commission for 

abandonment or which have been designated by the railroads as 
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abandonment candidates, rather than as under the present law. 

only for lines which have been authorized for abandonment.  ICX> 

supports in principle this proposed change in the law. 

When an abandonment application is filed, management 

has made the decision that the line will not support necessary 

expenditures for rehabilitation, and thus, while an abandonment 

case is pending before the Interstate Commerce Commission, it is 

natural to make only such expenditures as are absolutely essential 

to keep the line in operation under minimum standards until the 

abandonment is approved. 

Political and economic disruptions often occur when an 

abandonment application is filed.  Industry is not willing to 

expand a plant or locate a new facility in an area with the know- 

ledge that rail service may be discontinued.  If a branchline is 

deemed essential and is to be preserved pursuant to a decision of 

the state, reflected in its rail plan, every effort should be made 

to avoid these disruptions.  It should be emphasized, however, 

that if rehabilitation of a branchline is to be accomplished 

through public funding, then upon completion of the work, the track 

must be in a condition materially above the minimum requirements 

set forth in the FRA Class I track standards.  For satisfactory 

operating performance and a possible future return to profitable 

operation, the track should meet a 30-mlle-per-hour standard. 

The Illinois Central Gulf prefers Senate bill 1793, which 

irauld permit a railroad to make a proposal to a state for a continu- 

ation subsidy for a particular line in lieu of abandonment, and the 

state would be given the right to decide whether a continuation 
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subsidy would be made.  A continuation subsidy should cover 100 

percent of the difference between the revenues attributable to 

the line and the avoidable costs, plus a reasonable return.  If 

the state decides that continuation of a line is not warranted, 

the railroad would be permitted to obtain abandonment approval 

without delay. 

The provision for continuation subsidies, without 

obtaining an abandonment approval, has the advantage of offering 

improved and continued service to the public during the period 

that an abandonment application would otherwise be pending before 

the Interstate Commerce Commission. 
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RECEIVED 

The Honorable Fred B. Rooney 
Chainnan 
House Interstate and Foreign Conunerce Committee's 

Subcommittee on Transportation and Conunerce 
3364 Houie Office BuUding Annex No. 2 
Washington, DC.   20S1S 

Dear Chainnan Rooney: 

The National Industria] Traffic League nibmlts this statement for the 
record of hearings on H.R. 6792 and H.R. 7370> the "State Rail Freigfat 
Assistance Act of 1977." 

The League is a voluntary organization of 1800 shippers, shippers' 
associations, boards of trade, chambers of commerce and other entities 
concerned with rates, traffic and transportation services of all carrier 
modes. It is the only shipper organization which represents all types of 
shippers rutionwide. Its members include large, medium and small ship- 
pen who use all modes of transportation and who ship all types of com- 
modities. The League is not a panel or committee of a trade group, or 
a spokesman for a particular commodity or traruportation point of view, 
and does not permit carrier mcrober^p. 

The League's primary concern is to provide for the nation and all 
its shippers a sound, efficient, wetl-mana^ transportation system, pri- 
vately owned and operated. 

To arrive at positions reflective of the broad range of shipper in- 
terests within the League, the League membership at its annual and special 
meetings considera, debates and votes on actions to be taken. During its 
seventy years of existence, the League has frequently been the spokesman 
for the nation's shippers before Congress on propowd transportation and 
regulatory reform legislation. 

H.R. 6792 amends the Regional Rail Reorganization Act of 1973 
and the Department of Transportation Act to extend for one year the 
period during which the Federal Government pays 100 percent of the cost 
of rail service assistance programs involving rehabilitation, maintenance, 
and improvement of rail properties. HR. 7370 amends the Department 
of Transportation Act and the Regional Roil Reorganization Act of 1973 
to extend the eligibility for financial assistance under the rail service assis* 
tance programs. 

The National Industrial Traffic League has supported similar bflb in 
Congress and has appeared before the Subcommittee on Transportation 
and Commerce in support of the 3R. 4R and Rail Transportation Im- 
pi^ement Act (Son of Connil). 
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Ute Honorat^ Fred B. Rooney ^ August 3. 1977 

On January 30, 1975. then League President August Heist wrote the House Interstate and 
Foreign Commerce Committee urging the Committee to take prompt and favorable action on 
legislation to provide emergency grants and loan guarantees to fmance operations of the Penn 
Central and other bankrupt railroads in the northeastern states. President Heist wrote, "I have 
heard from many, many League members who are concerned about any delay in enacting the 
pending financial aid plan. It has been indicated that the Penn Central will embargo shipments 
in mid-February and could possibly close down operations unless it receives some additional 
financial aid. It is extremely important to shippers that rail service be continued. Any disrup* 
tion in the rail network as a result of a Penn Central shutdown would be disastrous in view of 
the current economic situation." Congress went on to pa» the legislation (P,L. 94-5) and avert- 
ed a northeast shutdown. 

The League's Special Committee on Northeast Regional Rail Service, since 1974. has 
closely monitored and advised League members on the nation's very important rait service in the 
northeast United States. The committee has been involved in a number of activities of great 
importance to the northeast rail situation. These activities include: Ex Parte No. 293, Stan- 
dards for Determining Rail Service Continuation Subsidies; the U.S. Railway Association's 
Preliminary and Final System Plans. Ex Parte No. 274 (Sub-No. 2), Abandonment of Rail Lines 
end Discontinuance of Service; and Ex Parte No. 329. Review of the Department of Transporta- 
tion 's Preliminary Classification and Designation of Rail Lines of Qass I Railroads in the United 
States. 

H.R. 6792 and H.R. 7370, as the League views them, are merely a realignment of the Fed- 
eral government's funding and rehabilitation of the nation's beleaguered but improving north- 
east railroads. The League is already on record in Policy D-1. Subsidies to Carriers, as approving 
"rescue" operations such as subsidies to the northeast railroads. The League members believed 
in 1975 and still believe the entire United States could have been seriously affected by the c«sa- 
tion of rail service of bankrupt regional railroads. League Policy D-1, Subsidies to Carriers. 
reads: 

The government should not subsidize transportation agencies except during the 
development period or to achieve other social and governmental services on a basis 
approved by the Interstate Commerce Commission. When subsidies are provided, 
they shall be separated from transportation charges. This policy position does not 
apply to railroad passenger train services which are required to be performed by gov- 
ernmental order or mandate, and which cast a direct out-of-pocket cost burden on 
other users of the railroads involved. 

Where government subsidy is necessary to maintain essential rail pubUc passenger 
train service, regulation and economic control in those circumstances should be with 
the funding agency or some other appropriate agency other than the Interstate 
Commerce Commission, except in cases where carrier and contracting agency cannot 
agree upon amount of compensation for required services. 

Passenger train services if required in the public interest should be paid by the pub- 
Uc and not by freight shippers. 

The League, however, opposes long term subsidies to carriers. The Interstate Commerce 
Commission and a number of states started late on the implementation of the rail service 
assistance programs involving rehabiUtation, maintenance, and improvement of rail properties. 
The League recognizes this and therefore is supportive of an extension of the 100 percent 
Federal subsidy on a short term basts. 

Thus, the League is pleased to offer its continued support for Federal assistance in rehab- 
ilitating the nation's railroads. The program is well under way and must be seen through to a 
satisfactory completion. 

Thank you. Chairman Rooney. for including the League's statement in the record of hear* 
ings for H.R. 6792 and H.R. 7370. 

Sincerely, 

/}. Robert Morton 
President 

JRM/jmh 

oc: Members. 
Home Interstate and Foreign Commerce Committee 

^^ai^ 
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THK C;ori«Ty  COMMISSIONERS OF  DORrillWTER COISTY 

RECEIVED 

OCT 2 6197? 

m I HOef r ' 
COUNTY ore Id luiLDtNC 

»  O  KM H 
CAMS01OCC. MAnVANO 7l»l3 

WMONt 7» 1700 OCT 2'"'' 

OU.VIM TUVtK. •>« rMMMwT 

TMIOBOM L MMKf 

MtlLI* C   t>'*DAMO  "Mil AOAMSI 

1MOMU «  dOWtn 

October 20, 1S77 

"Hie Honorable Fted B. Raoney 
ChadLzman 
Subootnittee on Transportaticn and Ooaneroe 
House Interstate and Ft>z«ign Ocnineroe Osimittee 
House Office Building 
RDcm 2125 Ifeybum Building 
Washingtcn, D.C.    20510 

Six: 

Ne respectfiilly request that these oomnents witii regard to H.R. 9398 
and further described as the "State Pail Freig*rt: Assistance Act of 1977' 
be entered into the reoord. 

* "Ilie CDutty Cormissianers of DorciMster CDimty concur with that 
porticn of this Bill vrtiich pertains to extension of sxissidy for cxvs 
year, and the financial eissistance for rehabilitation of the trac^cs \jp to 
Class II standards, however, this is where our concurrence ends. 

The portions of H.R. 9398 which would require any independent cperator 
to abide by the seme set of personnel rules, regulaticns and agreements, 
which we feel were the major contributing factors for the failure of the 
Penn Oentral Railroad, ia moet unrealistic and would be catastrophic.    It 
would also plaoe our dippers under the sane oonditicns which existed prior 
to the 1973 Railroad Recarganizaticn Act. 

Prcviding such a bill passes and beccnes law, it would make it virtually 
impossible to secure the services of a short line operator, su::h as the 
MaJvland Delaware I^lroad, vh.ich presently operate our 37 miles of track 
fran Seafbrd to Cant>rid?e and Hurlock to Preston in a satisfactory manner. 
In our opinion, one of the most iriportant factors involved   in their ability 
to manage sucxessfully, eind at a profit, is the fact that they do not have, 
at present, collective bargaining agreonents and other contracts similar 
to the ones their predecessor was forced to operate under. 

^lecifically, we are appalled at the requironents iiifxised by the 
oollective bargaining agreeroents etc. defined in the Bill on the pages and 
lines as fbllows: 

Page 4, Lines 15 thru 25;    Page 5, Lines 1 thru 25) 
Page 15, Lines 13 thru 25}    Page 16, Lines 1 thru 23." 

;^ain, we re^jectfully rec[ueBt that these aawnents be entered into tiie 
record substantiating our disapproval of the indicated sections. 

Ihanking you for your oonsideraticn in tius matter. 

Sincerely, 

THE ccvtm aitnSSICNEBS 

D:A:jh 
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STATEMENT OF THE HONORABLE PAUL S. TRIBLE, JR. 
BEFORE THE SUBCOMJUTTEE ON TRANSPORTATION AND COMMERCE 
RE:  H.R. 9398, TO AMEND THE DEPARTMENT OF TRANSPORTATION 
ACT AND THE REGIONAL RAIL REORGANIZATION ACT OF 1973. 
OCTOBER 19, 1977 

MR. CHAIRMAN, I AM GRATEFUL FOR THIS OPPORTUNITY 

TO EXPRESS MY VIEWS ON H.R. 9398.  THIS SIGNIFICANT LEGIS- 

LATION HAS SERIOUS, LONG-RANGE IMPLICATIONS THAT COULD AFFECT 

THE LIVES AND LIVELIHOODS OF LITERALLY THOUSANDS OF PEOPLE. 

THESE ARE NOT ONLY PEOPLE WHO RESIDE IN VIRGINIA'S FIRST 

CONGRESSIONAL DISTRICT, BUT IN OTHER PARTS OF THE STATE AND 

IN THE STATES OF MARYLAND AND DELAWARE AS WELL. 

LET ME OUTLINE THE SITUATION BRIEFLY.  THE PENN 

CENTRAL RAILROAD AT ONE TIME OPERATED A FREIGHT RAIL LINE 

FROM CAPE CHARLES, VIRGINIA, TO WILMINGTON, DELAWARE.  THIS 

LINE TRAVERSED THE EASTERN SHORE OF MARYLAND AND WAS THE ONLY 

ALTERNATIVE SHIPPERS HAD TO THE CONGESTION AND DELAYS OF THE 

BALTIMORE AND WASHINGTON YARDS.  WHEN THE PENN CENTRAL WENT 

OUT OF BUSINESS, IT APPEARED THAT THE RAIL LINE WOULD DIE. 

HOWEVER, CONRAIL STEPPED IN AND OPERATED THE SOUTHERNMOST 

PORTION OF THE LINE FOR ONE YEAR UNDER A SUBSIDY CONTRACT 

WITH THE STATE OF VIRGINIA.  CONRAIL'S LARGE COST OVERRUN 

COULD NOT BE SUPPORTED BY THE STATE OF VIRGINIA AFTER APRIL 1 

OF THIS YEAR AND THE CONTRACT VJAS TERMINATED. 

TO PERSERVE THE OPERATION, INCLUDING THE CAR 

FLOAT ACROSS THE CHESAPEAKE BAY FROM CAPE CHARLES TO NORFOLK, 
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THE STATE SOUGHT ANOTHER OPERATOR WHO MIGHT BE ABLE TO RUN 

THE LINE UNDER PROVISIONS OF SECTION 304 OF THE RRRA AS A 

PRIVATE OPERATOR WITH A NEW CONTRACT. 

ON MARCH 1 OF THIS YEAR, THE TRANSPORTATION DISTRICT 

COMMISSION FOR THE COUNTIES OF ACCOMACK AND NORTHAMPTON 

SELECTED RAIL SERVICE ASSOCIATES OF NEW YORK STATE AS THE 

OPERATOR.  ON MARCH 10 THE VIRGINIA AND MARYLAND RAILROAD WAS 

INCORPORATED, AND AN OPERATING CONTRACT SIGNED ON MARCH 27. 

SERVICE BEGAN ON APRIL 2 AND BY APRIL 12, THE CAR FLOAT 

OPERATION HAD BEEN RESUMED. 

NONE OF THIS COULD HAVE BEEN ACCOMPLISHED IN SO 

TIMELY A MANNER WITHOUT THE ENERGETIC SUPPORT AND EFFORT OF 

MANY LOCAL AND STATE OFFICIALS. 

MR. CHAIRMAN, THE CONTINUED OPERATION OF THIS LINE 

MEANS EVERYTHING TO THE PEOPLE OF THE DELMARVA PENINSULA. 

IT IS THE MAIN LINK WITH MAJOR MARKETS IN THE REST OF THE 

COUNTRY. 

AT THIS TIME THE VIRGINIA AND MARYLAND RAILROAD 

IS OPERATING SUCCESSFULLY AT 50% OF CONRAIL'S COST.  I 

THINK THIS SHOWS THAT THE OPERATORS OF THE VIRGINIA AND 

MARYLAND RAILROAD ARE MAKING A GOOD FAITH EFFORT TO 

BECOME AN INDEPENDENT, SELF-SUFFICIENT OPERATION RELYING 

ON NO GOVERNMENT SUBSIDIES. 
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THIS CERTAINLY IS AN ACHIEVABLE AND A DESIREABLE 

GOAL.  BUT UNTIL THEN, THE VIRGINIA AND MARYLAND RAILROAD 

MUST DEPEND UPON THE FEDERAL GOVERNMENT FOR A LIMITED BUT 

REASONABLE PERIOD OF SUPPORT UNTIL THE RAILROAD CAN STAND 

ALONE. 

THE VIRGINIA AND MARYLAND RAILROAD INHERITED 

THIRD-HAND TRACK.  FOR 25 YEARS, VIRTUALLY NO MAINTENANCE 

WAS PERFORMED ON THE TRACK — TIES LITERALLY CRUMBLED UNDER- 

FOOT AND SPIKES COULD BE REMOVED WITHOUT ANY EFFORT WHAT- 

SOEVER.  THERE HAVE BEEN AT LEAST TWO MAJOR DERAILMENTS IN 

RECENT MONTHS.  FORTUNATELY, THERE WERE NO INJURIES, BUT 

THERE WAS EXTENSIVE PROPERTY DAMAGE. 

THE ONE-YEAR EXTENTION OF THE 100% FEDERAL SUBSIDY 

PROVIDED FOR IN H.R. 9398 WILL ALLOW VIRGINIA AND MARYLAND 

RAILROAD TO EFFECT NECESSARY MAINTENANCE AND MEET OPERATING 

COSTS IN THE FACE OF CURRENT FINANCIAL DIFFICULTIES WHICH 

ALL NEW OPERATORS INEVITABLY INCUR.  THE SUBSIDY WILL HELP 

KEEP VIRGINIA AND MARYLAND RAILROAD ON THE PATH TOWARD IN- 

DEPENCE FROM FEDERAL SUPPORT. 

HOWEVER, MR. CHAIRMAN, THERE IS A PROVISION IN 

H.R. 9398 THAT WOULD NEGATE EVERYTHING THAT COULD BE AC- 

COMPLISHED BY EXTENSION OF THE SUBSIDY.  I REFER TO THE SEC- 

TION WHICH WOULD IMPOSE PROVISIONS OF THE RAILWAY LABOR ACT 

(45 U.S.C. 151) ON SHORTLINE RAIL OPERATORS ACROSS THE COUN- 

TRY.  IF THIS PROVISION IS IMPOSED ON THE VIRGINIA AND MARY- 

LAND RAILROAD, THE LINE'S LABOR COSTS WILL INCREASE TO SUCH 
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A DEGREE THAT THE LINE WILL GO OUT OF BUSINESS.  IT 

APPEARS TO ME, MR. CHAIRMAN, THAT AS FAR AS THE VIRGINIA 

AND MARYLAND RAILROAD IS CONCERNED, THIS PROVISION 

DEFEATS ONE OF THE MAJOR PURPOSES OF THE LEGISLATION. 

OFFICIALS OF THE VIRGINIA AND MARYLAND RAILROAD 

WILL BE PRESENTING STATISTICAL DATA TO THE SUBCOMMITTEE 

THIS MORNING, SO I WILL NOT BELABOR THE POINT.  BUT LET 

ME SAY I WAS SHOCKED BY PRELIMINARY FIGURES WHICH SHOW 

THAT LABOR AND BENEFIT COSTS FOR THREE MAJOR GROUPS OF 

VIRGINIA AND MARYLAND EMPLOYEES WILL MORE THAN DOUBLE. 

ON THE MAINLINE, THE ANNUAL WAGE AND BENEFIT 

COST WOULD GO FROM $66,970 TO $151,515, AND THE NUMBER 

OF EMPLOYEES WOULD GO FROM THE PRESENT FOUR TO A MINIMUM 

OF SIX. 

AT CAPE CHARLES YARD, COSTS WOULD GO FROM 

$46,700 TO $156,175 AND THE NUMBER OF WORKERS FROM THREE 

TO SIX. 

AT NORFOLK YARD, COST WOULD RISE FROM $73,280 

TO $156,175 AND THE NUMBER OF EMPLOYEES WOULD GO FROM 

FOUR TO SIX. 

IF THESE PROJECTIONS ARE ACCURATE, THAT AMOUNTS 

TO AN INCREASE OF NEARLY 150 PER CENT A YEAR.  I SUBMIT 

IT WOULD BE EXTREMELY DIFFICULT FOR ANY FLEDGLING BUSINESS 

TO SUSTAIN THAT KIND OF FINANCIAL BURDEN.  I WOULD ALSO 

LIKE TO POINT OUT THAT THE VIRGINIA AND MARYLAND RAILROAD 

MAKES UP 80 PERCENT OF THE ENTIRE DELMARVA LINE. 

ITS DEMISE WOULD EFFECTIVELY SEVER ALL POSSIBILITY 

OF CONTINUED RAIL SERVICE TO THE REST OF THE DELMARVA PENIN- 

SULA.  THERE MAY BE OTHER SHORTLINE OPERATIONS THROUGHOUT 

THE NATION THAT WOULD SUFFER SIMILAR FATES IF THIS SECTION OF 

THE BILL IS PERMITTED TO STAND. 

MR. CHAIRMAN, I URGE THE SUBCOMMITTEE TO REMOVE 

THIS DESTRUCTIVE LANGUAGE FROM H.R. 9398. 

THANK YOU. 

[Whereupon, at 5:40 p.m., the subcommittee was adjourned.] 

O     . 
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